&

3 S L]

03029436

yz’écésém |

- AUG 27 2003 A

i “-?\\;%
oN A
}TP?A%SC‘AL L )

\

“i
N N}

= 2 4 4 4%

7 HANG SENG BANK




— A 1 Results in Brief '

EEELEE 3 Chairman’s Statement ;

[/ 14 & 17 Notes 1

5YH i) £ 63 Additional Information



¥ &M% RESULTS IN BRIEF

—gg=F IRE-F ZFF-F
ANBE=E+A AA=+HB +zZA=Z+—H8
BHHFT EHATY
30 June 30 June 31 December
2003 2002 2002
restated* restated™
¥EHR For the half-year ended HK$m HK$m HK$m
HREREACEEET Operating profit before provisions 6,073 5,849 5,406
BERF Operating profit 5,617 5,568 5,116
BR LR A Profit before tax 5,928 5,978 5,264
eV A Attributable profit 5,022 5,223 4,697
SRt Per share HKS HK$ HKS
B A7 Earnings per share 2.63 2.73 2.46
BREE Dividends per share 2.10 2.10 3.30%*
RER At period end HK$m HK$m HK$m
BRER Shareholders’ funds 40,730 43,616 43,085
BEE Total assets 482,308 470,678 474,654
H Ratios % % %
FEHRA For the half-year ended
FHRRESERE Return on average shareholders’ funds 24.4 24.1 21.9
RS WA L= Costiincome ratio 23.1 23.7 27.2
FERBESLX Average liquidity ratio 45.0 43.4 455
REE At period end
BB Total capital ratio*** 14.0 15.4 14.2
E—RERL B Tier 1 capital ratio*** 12.3 126 11.9

Y O CERE-EZETHT  BATRE
BEECHEKENET -8 (53])
THBHEE] (EESHEBENE T
ZH) MEHIF - FESRESCR
Wit 26 [ BE] BT -

** EBREESTBREERERTA -
PSR R KEEELE

EEBZEEREFRAEHESE
BAEESE -

*

Certain figures for 2002 have been restated to reflect the adoption of Hong Kong

Statement of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”,

details of which are set out in note 26 "Accounting policies” on page 50.

** Including special interim dividend of HK$0.50 per share.

***The capital ratios take into account market risks in accordance with the relevant Hong

Kong Monetary Authority guideline under the Supervisory Policy Manual.
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CHAIRMAN'S STATEMENT

Despite the effects of the SARS outbreak and sluggish economy in the first half of 2003, Hang Seng Bank achieved a creditable growth in
operating profit of 0.9% to HK$5,617 million, compared with the same period in 2002. This reflected the resilience of the Bank's care
business.

Attributable profit fell by 3.8% to HK$5,022 milfion due to a higher rate of profits tax imposed in the last budget and a further
decline in the value of properties held. However, it represented an increase of 6.9%, compared with the second half of 2002. The return
on average shareholders' funds was 24.4%, compared with 24.1% in the first half of 2002.

In view of the Bank's strong balance sheet, the Directors have declared a first interim dividend of HK$2.10 per share, unchanged
from 2002. Acknowledging the increasing importance of dividend flows to our shareholders, the Board has decided to move to a
programme of quarterly dividends, starting in 2004.

The Bank has achieved a total return of 61.2% for shareholders from the start of 1999 until 30 june 2003 under the Managing for
Value strategy. This was substantially more than the average return of 9.4% recorded by Hang Seng Index constituents over the same
pericd. In absolute terms, total shareholder value increased by HK$81.1 billion.

Economic profit ~ the difference between post-tax profit and the cost of invested capital — was HK$2,802 million in the first half of
2003. A benchmark cost of capital of 15.0% has been applied for consistency since 1999. The true cost of capital under the prevailing
low interest rate environment, however, was less.

Hang Seng launched a HK$75 million package of measures to provide financial relief to individuals and businesses affected by SARS,
and to promote local consumption.

The Hong Kong economy will remain difficult in the second half of 2003. Growth in major export markets continues to slacken while,
domestically, demand remains sluggish, unemployment high and asset prices weak. The banking sector will continue to face the
challenges of subdued loan demand and narrowing margins.

Hang Seng will continue to build on its financial strength, clear customer focus and operating efficiency to create value for
shareholders and customers.

We shall expand our large franchise by deepening customer relationships and gaining a larger share of customers' financial spending.
Our focus on the higher margin businesses of wealth management and small and medium-sized enterprises will be strengthened.

In mainland China, we shall continue to expand. The recently signed Closer Economic Partnership Arrangement between Hong Kong
and the Mainland will speed up economic convergence. We shall strengthen support to commercial customers, in particular those in the
Pearl River Delta.

| am grateful to our hard-working staff for their contribution to the Bank's success. In the difficult operating environment, the Bank
announced its fourth salary freeze in five years for 2003. However, a performance-based variable bonus was paid in March.

Mr Simon Penney resigned as a Director of the Bank effective from 23 April following his new appointment at HSBC North America.
We thank him for his valuable contribution. Mr Simon Glass, Chief Financial Officer of The Hongkong and Shanghai Banking Corporation
Limited, joined the Board on 22 May and we extend our warm welcome 1o him.

On 3 March, the Bank celebrated its 70th anniversary. | wish to take this opportunity to thank all those who have helped make the
Bank the success it is today.

Hang Seng's high standards were recognised when it was named the Best Domestic Commercial Bank by The Asset and Asiamoney
magazines in January and May respectively.

As a premier financial services provider, we are not complacent. We shall redouble our efforts to satisfy customers as we move
forward.

David Eldon
Chairman
Hong Kong, 4 August 2003
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CHIEF EXECUTIVE’'S REPORT

Hang Seng Bank’s financial and operating strengths enabled it to meet the challenges of the adverse economic environment and the
effects of SARS in the first half of 2003.

Operating profit before provisions rose by 3.8% to HK$6,073 million, compared with the first half of 2002. Attributable profit,
however, fell by 3.8% to HK$5,022 million due to increased provisions, a higher rate of profits tax imposed in the last budget and a
further decline in the value of properties held.

Compared with the second half of 2002, operating profit before provisions and attributable profit increased by 12.3% and 6.9%
respectively.

Profit before tax amounted to HK$5,928 million, a reduction of 0.8% compared with the first half of 2002 but an increase of 12.6%
from the second half of 2002.

We made significant progress in implementing our wealth management initiatives to increase non-interest income and in managing
costs.

Our ratio of other operating income to total operating income rose by 5.0 percentage points to a record 33.9%, compared with the
first half of 2002.

The cost:income ratio improved to 23.1%, 0.6 percentage point lower than the same period in 2002 and 4.1 percentage points
below the level of the second half of 2002.

We continued to focus on customer segmentation and widened our product range to meet new customer demands in the low

interest rate enviranment. We also made inroads in growing our commercial banking business and mainland China operations.

Financial highlights

Net interest income decreased by HK$233 million, or 4.3%, to HK$5,220 million, compared with the first half of 2002. Net interest
margin narrowed by 8 basis points to 2.41%, with a reduction in net interest spread of 5 basis points to 2.33% and a fall in contribution
from net free funds of 3 basis points to 0.08%.

Other operating income recorded encouraging growth of 20.9% to HK$2,674 million. Income from wealth management,
comprising income from investment and insurance services, grew strongly by 37.2% to HK$1,397 million, indicating increased product
cross-selling to customers. It represented 52.2% of total other operating income. Card services income decreased by 11.6% to HK$258
miltion, mainly because of the outbreak of SARS in the second quarter of 2003.

Operating expenses increased by HK$5 million, or 0.3%, to HK$1,821 million. Compared with the second half of 2002, however,
operating expenses fell by 9.7%.

Staff costs decreased by 1.4% from the first half of 2002, due to the reduction of 147 staff members on a full-time equivalent basis.
The total staff number of 7,174 was a decrease of 874 from its high point in 1997.

The net charge for bad and doubtful debts amounted to HK$456 million, an increase of 62.3%.

New and additional specific provisions rose by 26.1% to HK$666 million, reflecting the fall in value of property collateral and higher
provisions on residential mortgages and credit card advances due to the rise in unemployment and personal bankruptcies. Releases and
recoveries were reduced by 17.4% to HK$204 million, reflecting the decrease in recoveries from residential mortgages and taxi loans,

The ratio of total provisions as a percentage of gross advances to customers fell to 1.17% at 30 June 2003, compared with 1.28% at
the end of 2002. Specific provisions decreased by 0.10 percentage point to 0.69%, while general provisions were reduced by 0.01
percentage point to 0.48%.

Gross non-performing advances (after deduction of interest in suspense) fell by HK$410 million, or 6.7%, to HK$5,671 million. The
ratio of gross non-performing advances to gross advances to customers further improved to 2.5% from 2.7% at the end of 2002,
Specific provisions plus collateral that is conservatively valued amounted to 100% of non-performing advances.

Rescheduled advances to customers increased by HK$1,127 million, or 61.6%, to HK$2,958 million at 30 June 2003 and represented
1.3% of gross advances to customers. The increase was mainly due to the debt restructuring of certain corporate customers.

We maintained strong liquidity and remained well-capitalised. The average liguidity ratio for the first half of 2003 was 45.0%,
compared with 43.4% for the period a year earlier. The total capital ratio was 14.0% and the tier one capital ratio was 12.3% at 30 June
2003, compared with 14.2% and 11.9% respectively six months earlier.

e




Loans and deposits
Hang Seng increased its market share of total deposits and loans for use in Hong Kong in the first half of 2003.

Deposits increased by 1.3% to HK$419.1 billion, compared with the end of 2002. Funds continued to shift from time deposits 1o
savings and current accounts, reflecting customer preference for liquidity in the prevailing low interest rate environment.

Advances to customers (after deduction of interest in suspense and provisions) recorded growth of HK$1.6 billion, or 0.7%, to
HK$226.2 billion. Loan demand remained weak in the uncertain economic environment.

Lending to the industrial, commercial and financial sectors grew by 2.7%. Trade finance rose by 13.1%, benefiting from the
improvement in external trade.

Advances to individuals decreased by 2.5%. Lending under the Government Home Ownership Scheme (GHOS) continued to decline
following the indefinite cessation of the sale of new flats. Residential mortgages and credit card advances fell moderately as a result of
the outbreak of SARS.

The average yield on the residential mortgage portfolio, excluding GHOS mortgages and staff loans, fell to 170 basis points below
best lending rate for the first half of 2003, before accounting for the effect of cash incentive payments. This compared with 138 basis
points and 160 basis points below best lending rate in the first and second halves of 2002 respectively. Cash incentive payments on new
mortgage loans of HK$45 million have been written off against interest income in the first half of 2003, compared with HK$44 million
and HK$61 million in the first and second halves of 2002 respectively.

Total advances to Mainland-related entities were maintained at HK$9.7 billion and accounted for 4.3% of total advances at the end
of June 2003.

Lines of business

Personal financial services, the major profit contributor, provided 51.2% of the profit before tax. Commercial banking contributed 11.0%
of pre-tax profit, corporate and institutional banking 6.1% and treasury 18.6%. Other businesses, which mainly represent management
of shareholders’ funds and investments in premises, investment properties and long-term equities, provided 13.1% of pre-tax profit.

Personal financial services recorded growth of 2.2% in profit hefore tax, compared with the same period in 2002. Net interest
income fell by 4.4% because of the further decline in the average mortgage yield and contraction in the GHOS mortgage portfolic.

Other operating income, including wealth management, rose by 30.9%. The contribution from investment and insurance services
rose by 37.0% and 37.6% respectively.

Sales of retail investment funds, including the popular Hang Seng Investment Series, increased by 48.8%. A total of 17 investment
funds were launched under the Investment Series in the first half of 2003, taking the total to 77 at 30 June 2003. The total included 56
capital-guaranteed funds - the largest group of capital-guaranteed funds in Hong Kong.

Total funds under management by Hang Seng’s asset management and private banking business units grew by HK$7.7 billion, or
18.8%, to HK$48.3 billion at 30 June 2003.

The Bank's focus on deepening customer relationships through segmentation was strengthened with the launch of Leisure Class. This
new service offers comprehensive wealth management and a wide range of tailor-made leisure activities to enhance the lifestyle of
retirees and those who are planning to retire,

Commercial banking recorded growth of 13% in profit before tax. The results benefited from the increase in fee income, mainly
trade services related, and the substantial release in bad debt provisions. Despite satisfactory growth of 13.7% in customer advances due
1o improved external trade, net interest income was affected by the compression in lending and deposit spreads.

We increased our customer base among small and medium-sized enterprises (SMEs), partly by reaching out to business associations.

Corporate and institutional banking suffered a decline of 24.2% in profit before tax. The operating result was affected by the
compression in corporate lending spread, a reduction in credit facilities income and the absence of substantial releases in specific
provisions.

Treasury achieved growth of 6.3% in pre-tax profit. Net interest income rose by 4.4% as more funds were redeployed from interbank
placings to capital market investments for enhancement of interest yield, while the fixed rate debt securities portfolio continued to
benefit under the low interest rate environment. Dealing income increased by 41.6%, mainly in foreign exchange, reflecting favourable
conditions in foreign exchange markets.
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Chief Executive’s Report (continued)

Other business developments
Hang Seng is committed to developing its business in the mainland China market, in particular the rapidly growing Pearl River Delta.

In view of Hong Kong's economic convergence with the Pearl River Delta, we have been strengthening activities in the area,
concentrating on Hong Kong-based firms with production facilities there.

The Bank’s Guangzhou branch received approval in June from the China Banking Regulatory Commission to operate renminbi
services. it will become our second branch, after Shanghai, to offer renminbi services. We have also applied for our Shenzhen branch to
offer renminbi services.

The Bank will expand its Mainland network with the opening of a branch in Nanjing and a sub-branch in Puxi, Shanghai.

At the end of June 2003, the number of customers registered for Personal e-Banking services in Hong Kong had grown to about
250,000, an increase of about 14% from six months earlier. The number of internet transactions had risen to 17.7% of total transactions
and online share trading to 56.3% of total securities transactions.

We continued to enhance e-Banking services. In July 2003, we launched e-Fund Supermarket at www.hangseng.com to provide
customers with comprehensive one-stop online investment fund services. In June 2003, online Mandatory Provident Fund services were
added to Business e-Banking.

Meanwhile, counter transactions fell to 13.9% of total transactions in the first half of 2003 from 16.1% in the same period in 2002,
allowing our branches to focus on product sales.

In April, Moody’s Investors Service affirmed Hang Seng's long-term local currency deposit rating of Aa3, short-term local currency
deposit rating of Prime 1, long-term foreign currency deposit rating of A3 and short-term foreign currency deposit rating of Prime 1. The
Bank Financial Strength Rating of B, the highest rating among Moody's rated Hong Kong banks, was also affirmed.

In May, Fitch affirmed Hang Seng’s Individual rating of A/B, the highest rating for banks in Asia.

Corporate social responsibility
We believe that social responsibility goes hand in hand with business success and we support the communities that we serve as a
business.

As a good corporate citizen, we contributed a total of HK$700,000 for SARS-related relief and prevention work and the setting up of
scholarship schemes in memory of the two public hospital doctors whe died of SARS.

We continued to focus on education, community services and sports development in our philanthropic and sponsorship activities.

The Bank has allocated over 550 scholarships, amounting to about HK$32 million, for local, mainland China and overseas studies
since 1995. With the eward to four Hong Kong and Mainland students in 2003, the total number of Hang Seng Scholars benefiting from
the Bank’s Overseas Scholarship Scheme stands at 32.

The Bank’s sponsorship of “Blossom with Music” won the Silver Award in the Arts Development Award - Arts Sponsorship Category,
organised by the Arts Development Council. This music-in-education programme has brought enjoyment to over 234,000 students since
1998.

The Bank also seeks to minimise the environmental impact of its business and develop a range of management practices aimed at
promoting sustainable development. An Environmental Management Committee, set up in January 2003, oversees the implementation

of the Bank's environmental policy.

Future prospects
In the second half of 2003, the Hong Kong economy will remain difficult. The banking sector will continue to face the challenges of
subdued loan demand and narrowing margins.

Hang Seng will build further on its financial soundness, large customer franchise and efficient delivery network to sustain superior
performance.

Our focus on higher margin businesses, in particular wealth management and SMEs, will be strengthened to increase non-interest
income. We shall also keep widening our product range to meet evolving customer needs.

In our personal financial services, we shall deliver greater value to customers through integrated products and lifestyle banking

services. Segmentation and needs-based cross-selling will be emphasised in relationship building.

KN




We are increasing our focus on private banking. Our aim is to become a leading domestic player in terms of assets under
management, client base and profitability.

In our commercial banking business, we aim to provide total business solutions to customers and to grow market share in trade
finance.

To serve the trade finance needs of customers who have offshore operations in Macau, we are planning to open a branch there,
subject to regulatory approval.

We intend to expand in the Mainland market, particularly in the rapidly growing Pearl River Delta. Following the signing of the Closer
Economic Partnership Arrangement (CEPA) between Hong Kong and the Mainland, we shall reinforce integrated cross-boundary services
for commercial customers.

We shall continue to grow our Mainland network with more branches in major cities and through internet banking services, which
will be further enhanced in the second half of 2003.

Through the years, Hang Seng has developed a trusted brand and a leading position in the Hong Kong banking sector. We shall
continue to build on our financial and operating strengths to create value for shareholders, to satisfy customer needs and to enhance our
market position.

A P

Vincent H C Cheng
Vice-Chairman and Chief Executive
Hong Kong, 4 August 2003




Ra GHE R 2% CONSOLIDATED PROFIT AND LOSS ACCOUNT unsudited
¥EGHFE FFEER FERES
-8z -TF-5  -$E-F
AXB=+H R~E=Z+H +ZAZ+—H
BT BB
Ralf-year Half-year Halff-year
ended ended ended
30 June 30 June 31 December
liogsg 2003 2002 2002
(BEEFE Tl 3TF) (Figures in HK$m) note restated* restated*
MBI A Interest income 6,662 7,617 7,343
FEXH Interest expense (1,442) (2,164) (1,991)
FREWA Net interest income 7 5,220 5,453 5,352
H &gl A Other operating income 2 2,674 2,212 2,070
EEYA Operating income 7,894 7,665 7,422
BETH Operating expenses 3 (1,821) (1,816) (2,016)
HBREEeR 2 E L BT Operating profit before
provisions 6,073 5,849 5,406
RIBERER Provisions for bad and doubtful
debts 4 (458) (281) (290)
BERN Operating profit 5,617 5,568 5,116
EREEEER Profit on tangible fixed assets
REBRBZER and long-term investments 5 341 343 118
EfMEFRE Net deficit on property revaluation (48) - (36)
EiEEE AT 2 EH Share of profits of associated
companies 18 67 66
BB —REERA Prefit on ordinary activities
before tax 5,928 5,978 5,264
—REKN KA Tax on profit on ordinary activities 6 (846) (755) (552)
BREE-REBER Profit on ordinary activities
after tax 5,082 5,223 4,712
D ER FE Minority interests (60) - (15)
FIBRRESZRR Profit attributable tc
shareholders 5,022 5,223 4,697
B2 R E T Retained profits at beginning of
period
s REBFEHREIR * 35 previously reported 19,440 19,499 20,756
s BERERFLHE * arising on change in
accounting policies - 254 249
s REFEARENR * as restated 19,440 19,753 21,005
BETUERHBEINE Transfer of depreciation to
premises revaluation reserve 35 40 39
ERTUHRBRENERER Realisation on disposal of
ZE/REE premises and investment
properties 23 2 7
BEFE Exchange adjustments (1) 2 1
BREE Proposed dividends 8 {(4,015) (4,015) (6,309)
HARzHEERR Retained profits at end of
period 19 20,504 21,005 19,440
(LB T 3R) (Figures in HK$)
BREH Earnings per share 7 2,63 2.73 2.46
BREBE Dividends per share 8 2.10 2.10 3.30

FZFEZFZETHF BERITERE
EBEHEBENEFZF (£37) [R5
HE| (EREHEFENEFZH) M
ENFT - FEHRESCEZN G 26
[gsgx] BT -

[2

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 26 “Accounting policies” on page 50.




REEERR

CONSOLIDATED BALANCE SHEET unaudited

—gg=F _FE-F g &
AAZ+H  AXAR=+A ZAZF-
E# 5T~ ;ﬁ;ﬁﬁ/m*
At 30 June At 30 June At 31 December
B s 2003 2002 2002
(AEEFTETATF) (Figures in HK$m) note restated* restated*
BE ASSETS
EFReRkEPES Cash and short-term funds 9 67,309 88,438 77,784
—BAUNLEzEBRERRAE Placings with banks maturing
after one month 10 27,738 42,192 30,919
BRE Certificates of deposit 11 29,625 26,822 30,120
BEEERB I EF Securities held for dealing
purposes 12 1,047 1,209 1,198
EFER Advances to customers 13 226,171 225,746 224,562
BEEZERREIRAG R Amounts due from immediate
MEABRR holding company and fellow
subsidiary companies 7,596 10,425 7,471
REKRE Long-term investments 14 99,077 54,918 79,169
BEAREE Investments in associated
companies 675 1,051 672
ERETEE Tangible fixed assets 9,555 11,237 10,439
EtEE Other assets 15 13,515 8,640 12,320
482,308 470,678 474,654
af LIABILITIES
TR FEREMER Current, savings and other
deposit accounts 16 419,083 408,295 413,693
BEFH Deposits from banks 17 2,359 2,287 1,072
ERERARRRAGER Amounts due to immediate
L= PNGIEER holding company and feflow
subsidiary companies 757 1,896 1,615
EEE Other liabilities 18 18,850 14,584 14,745
441,049 427,062 431,125
EFXRE CAPITAL RESOURCES
DEREER Minority interests 529 - 444
ELEN Share capital 9,558 9,559 9,559
B Reserves 27,156 30,042 27,217
Bk E Proposed dividends 4,015 4,015 6,309
BRERES® Shareholders’ funds 19 40,730 43,616 43,085
41,259 43,616 43,529
482,308 470,678 474,654

CZEF_FZETHET BETRAE
EEHEBENES % (537) [FE
BRI (EREHEKENET-H) W
EFHT - HENRE S0 B ZME 26
[EFtBEI RT -

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 26 "Accounting policies” on page 50.
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MERSEBHEER CONSOLIDATED STATEMENT OF CHANGES

FEEE IN EQUITY unaudited
Z8g=F EFF-F —FE-#F
~A=Z+H ~NAZ+B FZB=+—H
EIR* BHHTR
At 30 June At 30 June At 31 December
g3 2003 2002 2002
(HAEEETETAIIT) (Figures in HK$m) note restated* restated*
HysBREEeRe Shareholders’ funds at beginning
of period 43,085 44,391 43,616
EMTUHZ RBRAE Unrealised deficit on revaluation
of premises (432) - (409)
BREBSHERENET _RHER Deferred tax adjustment on
BT EECELERE revaluation of premises arising
from adoption of HKSSAP 12 17 8 86
EGBENECAERRE Unrealised deficit on revaluation
of investment properties
o RITRHMTBAR * Bank and subsidiary companies (288) - (270)
o BEENTA] * associated company - - (13)
RHEREREEHEE Long-term equity investment
revaluation reserve
s RERZEMEME e unrealised deficit on revaluation 48) (395) (474)
s BHERIREREMER * realisation on disposal {320) (277) (146)
ZEME
BEAGTERERE T ZRAE  Deferred tax adjustment
ERRERFEREERLEHE on revaluation of long-term
equity investment arising from
adoption of HKSSAP 12 4 17 12
MEFE Exchange adjustments n 2 1
HARRESRER O FER Net losses recognised in the
shareholders’ funds
for the period (1,068) (645) (1,213)
Bz REESER Profit attributable to shareholders
for the period 5,022 5,223 4,697
ZIRAR B Dividends paid {6,309) (5,353) (4,015)
HRZREESER Shareholders' funds at end
of period 19 40,730 43,616 43,085

FoRECEZEFHT BHATEME
BEGEFERNE T ZH (B3) [FF
BRI (EESHEREHET-H) @
BT o HIEHRE 50 RZHH 26
[EFE%E] BT

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 26 “Accounting policies” on page 50.




REBMzuwzp

CEBVNEREREFREEER
ZHRBEEN  TEMBELERE
RACZEARE - R_ZET=F
FE BRREEEADRAELR
TE-TER BREREHZ
SHZH- - WERAZEBESZTE
EARRREFARAH;HE  BERF
ERBOZTNERZ TMEEEF
RER_T/N\BE_BE8R-E4
EEERAREAZRREAR R
FEBATEMNEELBERT B
BRI ZBEERRKAR - EARLT
REBAEEAN DARARE
£ THAMZEERNED B
TATHERRRIBE -

ECONOMIC PROFIT unaudited

Economic profit is calculated from profit after tax, adjusted for non-cash items, and

takes into account the cost of capital invested by Hang Seng's shareholders. For the
first half of 2003, the return on invested capital was HK$5,110 million, or 33.2%.

The economic profit of HK$2,802 million represented a return of 18.2% to

shareholders in excess of the 15.0% benchmark cost of capital invested by

shareholders. The benchmark cost of capital was, in management’s view, above the

true cost of capital under the current low interest rate environment and was applied

to ensure consistency with earlier pericds. The trend of economic profits in the

analysis indicates that Hang Seng continues to create value for its shareholders.

FEHET FELED ¥rEES
ZEEZE —FE-F ZEF-F
ANAEZtH ~NAZTA +TZA=+—H
EHH 5~ BT
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2003 2002 2002
(UBEFETIT) (Figures in HK$m) restated* restated*
% % %
FHREER Average invested capital 31,067 31,513 32,372
HEE AR DH Return on invested
capital** 5,110 33.2 5,268 33.7 4,775 293
BAME Cost of capital (2.308) (15.0) (2,341) (15.0) (2,444) (15.0)
mERF Economic profit 2,802 18.2 2,927 187 2,331 143

FIRTRCEZETHT BEAGEHE
BEHEBEMEST -8 (BT) [H
BHEE] (BESTEBENE %)
MEHHT - REJRFESORZHF
26 (BHER] HT -

RERFOFEEHEERCBARL
BHEER -

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 26 “Accounting policies” on page 50.

** Return on invested capital represents profit after tax adjusted for non-cash items.




GEBEEREBERER CONSOLIDATED CASH FLOW STATEMENT

rEBERE unaudited
¥ELHE FERER
Zgg=#F —EF-F
~NA=+AH ~NAZTEB
EFAIT
Half-year Half-year
ended ended
30 June 30 June
g 2003 2002
(MEBEFTLATF) (Figures in HK$m) note restated*
REEETHZHSRA/GRE) Net cash inflow/{outflow) from
FH operating activities 22(a) 10,113 (8,896)
REREZH-RERE Cash flows from investing activities
TEBERRIIRS Net cash outflow from investment in
mHFER an associated company - (35)
BARBKLE Purchase of long-term investments (58,294) (38,148)
HEXBERBRENE Proceeds from sale or redemption of
long-term investments 41,874 27,324
BAEBLETEE Purchase of tangible fixed assets (84) (92)
HEEFNETEERR Proceeds from sale of tangible
fixed assets 36 2
HERE & A AR B Dividends received from an associated
company 12 21
WERHBEEFRS Interest received from long-term
investments 1,249 937
WEREHEERE Dividend received from
long-term investments 37 46
BREEY BERH TR Net cash outflow from investing activities (15,170) (9,945)
RERETHZREFE Cash flews from financing activities
BIREE Dividends paid | (6.309) (5,353) |
BEEHIESRL Cash outflow from financing activities (6,309) (5,353)
Fe¢RERARELBE 2/ Decrease in cash and cash equivalents (11,366) (24,194)
BAzReREABELESR Cash and cash equivalents
at beginning of period 76,817 111,206
INEHBREE Effect of foreign exchange rate changes 1,728 2,500
HRZREREFRSER Cash and cash equivalents
at end of period 67,180 89,512

HERAERERERCSEHHS - LUFE
BEEHEBEANETRY [Henek
BRI ZEL REBFHEFIH - U
NERHIRAEN HARSERE
FP IR RERREREOEEFES
R-—BARFBZEHRFRAEES R
HBEOEF=ERANHNEZBRRFH

EL

PIERCETETHT  ARTEAEE
ENEFENE T ZF (£5) [FIRE
Bl (EREHEBERNETZH) ME
PR - HESRESORZHF 26
[EsBE]ET -
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The presentation of the consolidated cash flow statements has been regrouped to comply
with the Hong Kong Statement of Standard Accounting Practice 15 (HKSSAP 15) on “Cash
Flow Statement”. The comparative figures have been reclassified to conform with the current
period's presentation. For the purpose of the cash flow statement, cash and cash equivalents
comprise cash and balances with banks maturing within one month, and treasury bills and
certificates of deposit with less than three months’” maturity from the date of acquisition.

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 26 "Accounting policies” on page 50.




Mt 5 NOTES

(BREFR5F Mg A E R B & lr 5T )

(Figures in HK$m unless otherwise indicated)

1 FRBEWRA 1 Net interest income
¥ELOR FEHER FEHED
—gg=F ZFF-F —EE=DF
AB=+H NA=+B +=ZA=+—8H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2003 2002 2002
FF BB A Net interest income 5,220 5,453 5,352
BEBANEZTEHEE Average interest-earning assets 437,045 442,284 437,229
FEE Net interest spread 2.33% 2.38% 2.33%
ER B RE Net interest margin 2.41% 2.49% 2.43%
2 HipEERA 2 Other operating income
FELET FEHEES FELED
—gg=¥  -gE_: b1 B
NAEZ+A NAZ+H +zZRE=+—-H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2003 2002 2002
BalA Dividend income
o ERFHRE o listed investments 35 44 38
o EEMESHIRE e unlisted investments 2 9 8
37 53 46
REERAS Fees and commissions
o BHEELREBIRY * securities/stockbroking 124 130 114
s TERELES * retail investment funds 85 472 228
o RE * insurance 45 185 158
o« KPR * account services 111 129 126
o« EX * remittance 63 62 66
RERRY * cards 258 292 306
s GEFEF e credit facilities 113 146 124
o AO/HOHE * import/export 105 99 118
- Hfth e other 96 75 72
REBRESKA Fees and commissions receivable 1,600 1,590 1,312
REERBSIH Fees and commissions payable {159) (156) (14%)
1,441 1,434 1,171
BEEHT Dealing profits
o SNE « foreign exchange 352 280 324
s FHRHAMEEEE » securities and other trading activities 9 10 6
381 290 330
REARER Insurance underwriting 538 125 208
REMEZREHA Rental income from investment
properties 104 113 112
Hith Other 193 197 203
2,674 2,212 2,070




BiaE (4)

Notes (continued)

3 BEIH 3 Operating expenses
¥ELEF FEHEED FERED
ZEg=F ZEE-#F —EZ-F
ABZ+R ~NAZ+H +=-A=+-H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2003 2002 2002
AEEH Staff costs
s e REAMAFEHR * salaries and other costs 908 915 952
o EREFIETEIZ H * retirement benefit costs 91 98 94
999 1,013 1,046
nE Depreciation 171 174 178
BHERERER Premises and equipment
s H& X * rental expenses 88 84 87
o Eff e other 280 282 359
368 366 446
HEpEEEm Other operating expenses 283 263 346
1,821 1,816 2,016
A S A b Cost:income ratio 23.1% 23.7% 27.2%
BT AH (UWEREZBETH) Staff numbers (full-time equivalent) 7,174 7,321 7,279
4 REREE 4 Provisions for bad and doubtful debts
¥FELGE FELEED FERED
—Eg=F ZEE-F —EE=-F
~HEEZ+A ~A=Z+H FZA=+-8
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2003 2002 2002
REREFFETI/(ER) Net charge/(release) for bad
and doubtful debts
EFER Advances to customers
BHEE Specific provisions
. FIRE * new provisions 666 528 703
¢ 0 * releases (182) (222) (63)
o WEIE #BRRTE e recoveries (22) (25) (20)
462 281 620
—RER General provisions (6) -~ (330)
TREZERESE Net charge to profit and loss account 456 281 250




5 BRBERER

5 Profit on tangible fixed assets and long-term investments

REREZRH
¥FELEEFE FERERE FEREZR
—E8=F —FE-F —EFE-F
~NE=+H8 ~NA=+H +=ZA=+—-8
Half-year Half-year Half-year
ended ended ended
30 June 30 Jjune 31 December
2003 2002 2002
HERARERE 2HEF Profit on disposal of long-term
equity investments
s ERBYVEGREERZMER * realisation of amounts previously
ZEE recognised in revaluation reserves
at beginning of period 358 316 212
o R EIE * loss arising in current period (38) (39) (66)
320 277 146
HERZBREBESZ Profit less loss on disposal of
HEABER held-to-maturity debt securities 40 75 (29)
HEAVETEEZRNRER Profit less loss on disposal of
tangible fixed assets 7 - 1
ROKRERBEER Provision for impairment of
fong-term investments (26) 9) -
341 343 118




Notes (continued)

6 HHE 6 Taxation
EelEnAERANBIESER Taxation in the consolidated profit and loss account represents:
mr
¥EFELZOE FERHED FEEEZ
—BE=fF ZEECF —EEC
~NA=+A ~NA=Z+B +ZHE=+—H
EFST BT
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2003 2002 2002
restated* restated*
FHBE-ERANGHHER Current tax - provisicn for
Hong Kong profits tax
R ERTE A Tax for the period 839 777 524
BEEEZHEBREREANR Benefit of previously unrecognised
tax losses (3) (7) (7)
BAFTEPIEEGERD Qver-provision in respect of orior years - (25) (34)
836 745 483
FBA-FRUNSZHE Current tax - taxation outside
Hong Kong
REAFIE Tax for the period 2 3 3
2 3 3
EEHE Deferred tax
RPELZEGUZEROE Origination and reversal of temporary
differences 31 (3) 56
BMELIAHBER Bz FE Effect of increase in tax rate on
deferred tax balances @) - -
RETFETNEHEEIBE  Benefit of previously unrecognised
tax losses now recognised 17 - -
5 (3) 56
fEihE R AR ZTHIE Share of associated companies’
taxation 3 10 10
REHESE Total charge for taxation 846 755 552
EREME Effective tax rate 14.3% 12.6% 10.5%

FIEESEZETET BATEREE
EHERBERET 8 (B [FIREH
B (BREHEBENES ) HEF
FIT o BHIESRE SO BN 26 [85
EE]ET -

$@MEEM_77_$t#¢$
TRKHBRAREEERITHREL
BB ERTEMNETAENEN

BoaZttE8ENE (2222
FERBAZTR) - REBENG
BRENN BRI RATIRAR
RELEMAENE ZERMERE
HIEEE -
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*Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of which

are set out in note 26 “Accounting policies” on page 50.

The current tax was provided for based on the estimated assessable profit for the

first half of 2003 and, for the Bank and subsidiaries operating in the Hong Kong
SAR, using the Hong Kong profits tax rate of 17.5% (16.0% for 2002). For
subsidiaries and branches operating in other jurisdictions, the appropriate tax rates

prevailing in the countries in which they operate are used.




6 HBE (8
HRERR _EE=F—f[—
BERZEAGHEBENET =
%o BERBEERAGREUE
BERZEERBEZEERERSREH
EREMEMNESEEZEME
£ BEBEEETARERNA
ZHBERRRERZHEES -
RELREREL2HEEE
MEAE E-RERTEZHE
RMELERBEENELES
BERHERTEFMERINANE
R A FIATER -
EEIWERZAHAZSHES
BREERBNAMARMERZ
REHE - BEBEREELCE
BMEETEGERETRRES
F-BIBEEERBESESR A
EREORY  -EEHRERHE
SEEMNRBEBEDR  RIERE
BRERBEEE -
HEAREASHERENE
TZRMBITRERBEFERE
HRBARRREEE VERN
HBRRZHAR HBEIRESOEZ
Wistoe TEsEE] BT -

6 Taxation (continued)

Following the adoption of the HKSSAP 12 which became effective on 1 January
2003, deferred tax assets and liabilities arise from deductible and taxable temporary
differences between the carrying amounts of assets and liabilities for financial
reporting purpose and the tax bases respectively. Deferred tax assets also arise from
unused tax losses and unused tax credits.

Deferred tax liabilities are generally recognised for all taxable temporary
differences. Deferred tax assets are recognised to the extent that it is probable that
taxable profits will be available against which deductible temporary differences can
be utlised.

Deferred tax is calculated at the tax rates that are expected to apply in the period
when the liability is settled or the asset realised. Deferred tax is charged or credited
in the profit and loss account, except when it relates to items charged or credited
directly to equity, in which case the deferred tax is also dealt with in equity. The
carrying amount of deferred tax is reviewed at each balance sheet date and is
reduced to the extent that it is no longer probable that sufficient taxable profit will
be available to allow the related tax benefit to be utilised.

The impact of the change in accounting policy on deferred tax following the
adoption of the HKSSAP 12 in the current period profit and loss account and
reserves and the related prior year adjustment are set out in note 26 "Accounting

policies” on page 50.




Misx (48) Notes (continued)

7 SEBREF 7 Earnings per share

“SE-FFEFEZEREF TR The calculation of earnings per share for the first half of 2003 is based on earnings
BHEMNBEEATRE _-_T-F8T of HK$5,022 million (HK$5,223 million in the first half of 2002) and on the weighted
(ZEZE-_Fr¥EAB¥ A+ -8 average number of ordinary shares in issue of 1,911,842,736 shares (unchanged
“T=EEBT) REBTEAERM  from the first half of 2002).

BEHBEZTAE-FT-EATRE

E-_TtR=1TAR (BZ2EZ

Er¥FEURTBEY) FHE -

8 EREE 8 Dividends per share
FELTE $ELHED trpEgs
—Eg=F ZEE-F —EE-F
AB=Z+A ANBZ+A +-A=+-8
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2003 2002 2002
SREE BEFET EREY BEDET SBREFX BYEET
per share HKSm per share HK$m  per share HKSm
HKS HKS HKS
E— R First interim 210 4015 210 4,015 - -~
EZRPH Second interim - - - - 280 5,353
R Rl 9 HR Special interim - - - - 050 956
2.10 4,015 2.10 4,015 330 6,309
¢ EfREREHES 9 Cash and short-term funds
Zgg=F ZESC-F —FE-F
AA=Z+A ANE=Z+H +FzZA=+-8
At 30 June At 30 June At 31 December
2003 2002 2002
EFERERTFHREZERE Cash in hand and balances
Hib g with banks and other
financial institutions 3,544 3,873 3,518
B R—EANFE2 Money at call and placings with
THFREZE banks maturing within one month 58,726 79,846 67,170
E% Treasury bills 5,039 4,719 7,096
67,309 88,438 77,784
BEEEINAARGEHE Remaining maturity of treasury bills:
« ZfHAA * within three months 3,720 3,520 5,777
s Z@ANLEE—F * one year or less but over
three months 1,319 1,199 1,319
5,039 4,719 7,096




10 —ERULZEHEFREE

10 Placings with banks maturing after one month

—gg=F —FF_F —BER-F
AA=tH ~NA=+8A +ZA=+-H8
At 30 June At 30 June At 31 December
2003 2002 2002
ZIEB Fe R Remaining maturity:
s —BRANEE=MA * three months or less but
over one month 19,638 32,375 27,996
e ZBAULE—F * one year or less but
over three months 8,100 9,817 2,923
27,738 42,192 30,919
11 BERE 11 Certificates of deposit
—Eg-F - - 2 —RE_F
~A=Z+AH NAZ+B +ZA=Z+—H
At 30 June At 30 June At 31 December
2003 2002 2002
ZEEIRFEE - Remaining maturity:
s ZAAMBIENKIIER » three months or less but
not repayable on demand 2,852 3,242 1,772
s ZBAUEE—& e one year or less but
over three months 5,915 5,542 7,312
s —FHFERE e five years or less but over one year 20,758 17,937 21,036
e AEGE e over five years - 101 -
29,625 26,822 30,120
12 BEEERARZES 12 Securities held for dealing purposes
it 223 —FE- ZEE_F
ANB=+A ~NA=+B +ZA=Z+—-H
At 30 June At 30 june At 31 December
2003 2002 2002
EREFZEBEFSREE - Debt securities by remaining maturity:
o« —{EAMAIEANE 2 e three months or less but
not repayable on demand 40 579 97
s —HAUEE—F * one year or less but
over three months 71 214 a0
s —FULERSE * five years or less but over one year 814 416 8390
e IFE * over five years 119 - 121
1,044 1,209 1,198
RE Equity shares 3 - -
1,047 1,209 1,198




HEE (48)

Notes (continued)

13 #Eﬁ%ﬂ

13 Advances to customers

(F)EFER {a) Advances to customers
—gg=£ ZFFC-F —FFEC-F
ANA=+4H ~NA=Z+H +ZA=+—8
At 30 June At 30 June At 31 December
2003 2002 2002
EEERER Gross advances to customers 228,840 228,893 227,475
R Specific provisions {1,568) (1,710) (1,805)
—RER General provisions (1,107) (1,437) (1,108)
226,171 225,746 224,562
EE BB FSRER Remaining maturity:
o BIHHEER * repayable on demand 12,162 12,128 11,983
s —EAMIEIHENHEERE » three months or less but
not repayable on demand 17,263 15,441 18,128
o ZHRUEE-F e one year or less but
over three months 22,512 26,036 21,243
s —FLFEREF * five years or less but
over one year 85,981 83,242 84,466
s AFLE ¢ over five years 82,189 84,628 84,273
s BEEB—EAUE » overdue for more than one month 3,062 1,452 1,301
o RIZHR * non-performing advances 5,671 5,966 6,081
EPERER Gross advances to customers 228,840 228,893 227,475
REEREE Provisions for bad and doubtful debts (2,669) (3,147) (2,913)
226,171 225,746 224,562
EFERANCAE Included in advances to customers are:
s EHZEH e trade bills 2,309 2,222 2,180
o RIZEREH * provisions for bad and doubtful
debts (23) (66) (78)
2,286 2,156 2,102
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13 Advances to customers (continued)

(b) Provisions against advances to customers

BRFE
HE —& BF Suspended
_ Specific General Total interest

—ESET=F-HA-B#&R At 1 January 2003 1,805 1,108 2,913 404
B A MR Amounts written off {721) - (721) (93)
WEEEEHBRZER Recoveries of advances

written off in previous years 22 - 22 -
FXR/(EEEER Net charge/(release) to profit and

loss account 462 {6) 456 -
HrERFR Interest suspended during the

period - - - 77
4 Bl & KRR Suspended interest recovered - - - (29)
BREAE Exchange adjustment - %)) ¢)] -
—EE=FXR=THER At 30 June 2003 1,568 1,101 2,669 359

THBERFBEEZR [BPEXR
RIBENRESKE] BETZE
BHERBAMAR SR

BEBHEFERLEMT -

Suspended interest comprises both suspended interest netted against ”Advances to

customers” and suspended interest netted against accrued interest receivable in

“Prepayments and accrued income”.

Total provisions as a percentage of gross advances to customers are as follows:

mp -2 2 %:3 ZEE-F ZEFC-F

ABZ+E XA=+8 +ZA=+-8

At 30 June At 30 June At 31 December

2003 2002 2002

% % %

BHER Specific provisions 0.69 0.75 "0.79
—REE General provisions 0.48 0.63 0.49
mAEE Total provisions 1.17 1.38 1.28
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(A) EFERZRERRER
FMECIERRRIENE F1E R 7
EZBEFPERRERENNOT:

Notes {continued)

13 Advances to customers (continued)
(c) Non-performing advances to customers and provisions
Non-performing advances to customers on which interest has been placed in

suspense or on which interest has ceased to accrue are as follows:

—g®z§  -FE=E  -FFE-F
AH=1A ~A=+H FTIZHA=+—H
At 30 June At 30 June At 37 December
2003 2002 2002
RERBEE Gross non-performing advances
on which interest
s FIEEIFBRERE » has been placed in suspense 5,567 5,622 5,767
BELEEFENE * accrual has ceased 182 479 429
5,749 6,101 6,196
BRFE Suspended interest (78) (135) (115)
REE" (H5F13(T)) Gross non-performing advances*
(note 13(d)) 5,671 5,966 6,081
BRAEE Specific provisions (1,568) (1,710) (1,805)
RIBERFH Net non-performing advances 4,103 4,256 4,276
EREGHREE LE Specific provisions as a percentage
of gross non-performing
advances* 27.6% 28.7% 29.7%
REE HEEFERIE Gross non-performing advances*
as a percentage of gross
advances to customers 2.5% 2.6% 27%

¥ EHEEREBIE -

BEFERREERNERL LR
EXSHEMEZER  MEL
MPBEERIDEINEREER E
B-RERNTBRABRBAZE
AERRABLEEREEZEFPE
e BRETHRBERN HELAS
IMEBM=—BANLREEZE
FoOOERREERRE - ARER
RESHEESR RHAREBE
FZERREE-

* Stated after deduction of interest in suspense.

Neon-performing advances to customers are those advances where full repayment of
principal or interest is considered unlikely and are so classified as soon as such a
situation becomes apparent. Non-performing advances may include advances that
are not yet overdue for more than three months but are considered doubtful. Except
in certain limited circumstances, all advances on which principal or interest is
overdue for more than three months are classified as non-performing. Specific
provisions are made after taking into account the value of collateral held in respect

.

of such advances.
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13 Advances to customers (continued)

(T)EBBZEFER (d) Overdue advances to customers
EHB-EALEZEPESRE The amounts of advances to customers which are overdue for more than three
HEREEF RN months and their expression as a percentage of gross advances to customers are as
foliows:
ZBEBZE —FF- IEFC-F
AB=+H NA=+E +ZA=+—A8
At 30 June At 30 June At 31 December
2003 2002 2002
% % %
BEFPER 22X Gross advances
FEE®BE: to customers* which
have been overdue
with respect to either
principal or interest
for periods of:
s ZAANLERER * six months or less but
over three months 1,196 0.5 823 03 934 04
e XEAAKLEE—F * one year or less but
over six manths 1,098 8.5 1,321 0.6 1,097 0.5
e —FNE * over one year 2,460 1.1 2,910 13 2,734 12
4,754 2.1 5,054 2.2 4,765 2.1
EREZEPEF (L) Overdue advances to
customers (as above) 4,754 2.1 5,054 22 4,765 2.1
B ABMERSREZ RS Less: overdue advances
EFEXR on which interest is
still being accrued (1.305) (0.6) (691) (0.3) (1,131) (0.5)
m:BH=fAAFIATERE Add: advances overdue
B BRECIEBRRER for periods of three
JEFPER months or less, or
which are not yet
overdue, and on which
interest has been
placed in suspense
s IIAEBEFER ¢ included in
rescheduled
advances 1,843 0.8 321 0.9 1,814 0.8
o Hfty * other 379 0.2 1,282 06 633 0.3
REE (M 13(R)) Gross non-performing
advances* (nhote 13(c)) 5,671 2.5 5,966 2.6 6,081 2.7

* EAIBRERFEHT -

* Stated after deduction of interest in suspense.
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13 BFHEX (&)
(T)EBHzEFEH (B)
AEHREINHEZEN BEXEH
MEEEH IRHERDNKEER
BEEREE e HoMEEL
ER - BEHR-REFBE mR
BAMAEE  BFRHER -
NHEEZER  ZERAERAR
EEREN  BRFXAREETE
FoREREBEERABBOA
HERE MUBERSESBR LM
BEEE - FERRER -

() EBZEFES
ERVEFERREHBERER
ZEEEMT:

Notes (continued)

13 Advances to customers (continued)

(d) Overdue advances to customers (continued)

Advances with a specific repayment date are classified as overdue when the principal
or interest is overdue and remains unpaid at the period-end. Advances repayable by
regular instalments are treated as overdue when an instalment payment is overdue
and remains unpaid at the period-end. Advances repayable on demand are classified
as overdue either when a demand for repayment has been served on the borrower
but repayment has not been made in accordance with the demand notice, or when
the advances have remained continuously outside the approved limit advised to the
borrower for more than the overdue period in question.

{e) Rescheduled advances to customers
The amount of rescheduled advances and its expression as a percentage of gross
advances to customers are as follows:

g3 - %3 —EE=-F —EE-F
ANB=Z+H ~NAZ+A +ZA=+—H
At 30 June At 30 June At 31 December
2003 2002 2002
% % %
ERIEFPER Rescheduled advances
to customers* 2,958 1.3 391 0.2 1,831 0.8

* ENBBRMEINT -

ERBZRFPERLREFHBRE
MELNMBER MEETRE
ERENTEZER -

MM EEEPERYLTEE
ERENGER  DARZ@EA MU
LZ2BFER  ZEEHEBER
Lttbt s 13(T)ER -

(2) WEZEE
ERERZEBES  AGTES
EREFRRERASERNTY
BEREE - RSREECHEE
MERS SR FERBEN KL
o MABLERGNEEHEE -
REEERZAEE  BRELE
EEERWOEEZBRIE U
BUGERBUEHERRUS -
BREEAQZ ERNAGE [E
BEXR LI BREE -

* Stated after deduction of interest in suspense.

Rescheduled advances are those advances which have been restructured or
renegotiated because of deterioration in the financial position of the borrower
leading to an inability to meet the original repayment schedule.

Rescheduled advances to customers are stated net of any advances that have
subsequently become overdue for over three months and are included in overdue
advances to customers set out in note 13(d) above.

(f) Repossessed assets

In the recovery of non-performing advances, Hang Seng may take repossession of
the collateral assets through court proceedings or voluntary delivery of possession by
the borrowers. Specific provisions have been made in respect of such non-
performing advances taking into account the net realisable value of the related
collateral which is revalued periodically. Upon repossession of the collateral assets,
the advances are adjusted to the net realisable value of the repossessed assets,
usually resulting in a partial write-off of the advances against specific provisions.
Advances with repossessed collateral assets will continue to be accounted for as
“Advances to customers” and classified as non-performing.

—BE=#F —EE-F ZEE-F

AA=+AH NAZ=+H +=—A=+—H

At 30 June At 30 June At 31 December

2003 2002 2002

WERAEE Repossessed collateral assets 603 679 638

|28
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(B)EFEBHzHBRERN
RFERZHWESE REREF
FEzZHE @i hERER IR
EEMBEET-E—RBAT B
BIERAREREENGRED
BRREBEEERAZHERE -
R-BE=FA=1+0  B&EF
FRNLTZRPERRERZER
ERAHEFIENPAEEHEER
FR(EH-_FE-_FXRAZFTHARZ
ZE-E+_-_A=+—-5EH)-

(¥)EFERZITRAE
EREEEREEBZTENEAR
EELBEFER (EHNRERH
B) AfFEsmT:

13 Advances to customers (continued)

(g) Segmental analysis of advances to customers by geographical area

Advances to customers by geographical area are classified according to the location
of the counterparties after taking into account the transfer of risk. In general, risk
transfer applies when an advance is guaranteed by a party located in an area which
is different from that of the counterparty, At 30 June 2003, over 90% of Hang
Seng's advances to customers and the related non-performing advances and
overdue advances were classified under the area of Hong Kong (unchanged from the

positions at 30 June 2002 and 31 December 2002).

(h) Gross advances to customers by industry sector

The analysis of gross advances to customers (after deduction of interest in suspense)
by industry sector based on categories and definitions used by the Hong Kong

Monetary Authority is as follows:

—gg=-F —FECF ZEE-F
XB=+H ~NA=Z+A FZA=Z+—H
At 30 June At 30 June At 31 December
2003 2002 2002
TEBEAZER Gross advances to customers
for use in Hong Kong
IT% mERE/ME Industrial, commercial and
financial sectors
s MERRE * property development 17,910 19,775 19,300
s MERE * property investment 33,268 29,952 31,507
c RGE » financial concerns 3,681 2,121 2,071
s BEEL o stockbrokers 154 199 219
e HBERTEHE ¢ wholesale and retail trade 4,097 3,755 3,941
« REX » manufacturing 2,096 2,032 2,037
s EHREBHDE » transport and transport equipment 8,885 9,671 9,238
o Hft * other 20,158 19,129 19,521
90,249 86,634 87,834
BA individuals
e BE ([EEEERERE] - * advances for the purchase of
[(RRA2EEEHE] & flats under the Government Home
[(HEBEEERE] 2& Ownership Scheme, Private Sector
ERBEX Participation Scheme and Tenants
Purchase Scheme 32,840 36,752 35,050
s BEHMIEYEIREER » advances for the purchase of
other residential properties 77,972 78,937 78,518
+ EERER = credit card advances 5,186 5,419 5,578
o Hft * other 6,283 6,944 6,251
122,281 128,052 125,397
AERERZERESR Total gross advances for use
in Hong Kong 212,530 214,686 213,231
BESRE Trade finance 11,029 10,002 9,751
EERBUNERZER Gross advances for use outside
Hong Kong 5,281 4,205 4,493
REEHHER Gross advances to customers 228,840 228,893 227,475

)
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Notes (continued)

14 RERE 14 Long-term investments
(F) REREZKREEE (a) Carrying value of long-term investments
FEEM  Carrying Value
- - 2% 3 ZEEC-F ZEE-F
AB=t+AH ANBE=Z+R +ZA=+—-H
At 30 June At 30 June At 31 December
2003 2002 2002
REHRZEBES Held-to-maturity debt securities
B EBEEST Issued by public bodies
o PREFRARFET * central governments and
central banks 10,413 6,940 10,664
o HAbRFHIE » other public sector entities 12,874 8,375 9,219
23,287 15,315 19,883
REAMEEET Issued by other bodies
s AEREMEREE * banks and other financial
institutions 58,608 21,229 40,011
s % * corporate entities 15,368 15,428 16,960
73,976 36,657 56,971
97,263 51,972 76,854
RERE Equity investments
B EET Issued by corporate entities 1,814 2,946 2,315
99,077 54,918 79,169
RERRZEBES Held-to-maturity debt securities
EEALT Listed in Hong Kong 2,436 1,167 2,340
EEBEANE £ Listed outside Hong Kong 22,513 15,368 19,551
24,949 16,535 21,891
LT Unlisted 72,314 35,437 54,963
97,263 51,872 76,854
REXRE Equity investments
EEELET Listed in Hong Kong 1,085 2,189 1,603
EEANIIMERES Listed outside Hong Kong 64 82 70
1,149 2,271 1,673
L™ Unlisted 665 675 642
1,814 2,946 2,315
99,077 54,918 79,169

BREERZEBEFUKKET  Held-to-maturity debt securities are stated at cost, adjusted for the amortisation of
T UEHERHMBABEZHRE
LEBZEBERAEZEE - KR

REAUCFEEABRRAETR -

premiums and accretion of discounts over the period from the date of purchase to
the date of redemption. Equity investments are stated at fair value, less provision for

impairment.
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14 Long-term investments (continued)

(b) Fair value of held-to-maturity debt securities

AFEEE Fair Value

—gE=F —FF-F —FF-F
AB=+H ~NA=Z+H +ZA=+-H
At 30 June At 30 June At 31 December
2003 2002 2002
HEMRZERES Held-to-maturity debt securities
HAAEREET Issued by public bodies
o PRI RFRRT * central governments and
central banks 10,673 7,055 10,924
o EfbAIE * other public sector entities 13,465 8,649 9,645
24,138 15,704 20,569
AEMERET Issued by other bodies
s AXERHEMEREE * banks and other financial
institutions 59,018 21,278 40,213
o ¥ e corporate entities 15,682 15,549 17,241
74,700 36,827 57,454
98,838 52,531 78,023
FERRzERERS Held-to-maturity debt securities
EEELM Listed in Hong Kong 2,515 1,182 2,403
EEBAIMNEE £ Listed outside Hong Kong 22,800 15,494 19,777
25,315 16,676 22,180
LM Unlisted 73,523 35,855 55,843
98,838 52,531 78,023

(A) BEH B2 BHEIFRIBATN
B EHRIEREFRIGA
A (MBEEERZANERELZ
NBHR) FWT:

(c) Maturity analysis of held-to-maturity debt securities

The maturity profile of the above held-to-maturity debt securities categorised by the

remaining period from the balance sheet date to the contractual maturity date is as

follows:

FEBE Carrying Value

—EE8ZF —EEC ZFFZF
ABE=+H NA=Z+A +zZA=+-H
At 30 June At 30 June At 31 December
2003 2002 2002
ZEHBARBBMA Remaining maturity:
o ZEARBIEEETIE e three months or less but not
repayable on demand 7,959 7,532 14,875
s ZABEULEE—F * one year or less but over
three months 12,580 10,667 8,911
e —FLHEFERF * five years or less but over one year 72,966 31,481 50,807
s AFLAF * over five years 3,758 2,292 2,261
97,263 51,972 76,854
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Notes {continued)

15 RtnEE 15 Other assets
—ggz#F —FR-F ZFE-#F
ANA=FAH ~NAZ+H  +tZHE=Z+—H
BHST BT
At 30 June At 30 June At 31 December
2003 2002 2002
restated™* restated™
EERERNIMNEMETE Unrealised gains on off-balance
ZHE CERREMITE sheet interest rate, exchange rate
TEENZAERET and other derivative contracts
which are marked to market 1,117 876 981
EERE Deferred taxation 55 106 73
RAxEERNER items in the course of collection from
other banks 2,945 3,756 2,886
B RES RS Prepayments and accrued income 2,403 2,040 2,143
BEREREARRCRY Long-term assurance assets
REE attributable to policy holders 3,763 - 2,897
H fth 8RB Other accounts 3,232 1,862 3,340
13,515 8,640 12,320
ZEHHBE RIS Remaining maturity:
e —f@AR ¢ three months or less 6,551 6,874 6,929
e —HANLEE—F * one year or less but over
three months 1,894 621 637
s —EFERF * five years or less but over one year 199 947 968
e AERE o over five years 4,826 162 3,745
13,470 8,604 12,279
o BH~ » overdue**
-ZEAUREERER — six months or less but
over three months 7 5 5
- NEARLEE—F — one year or less but over
six months 9 7 9
- —HERE — over one year 29 24 27
45 36 41
13,515 8,640 12,320

Y IEF-EZEFEY BAAITENE
BEHEFENEFT % (BE) [H
BB (BREHERENESZF)
MEFST - ZEHRESORZHE
26 [gstBE] BT -

PrEEREAE [BARESKE] BT
ZEEELTE -

Certain figures for 2002 have been restated to reflect the adoption of Hong Kong

Statement of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”,
detaifs of which are set out in note 26 “Accounting policies” on page 50.

**Represented mainly by overdue interest receivable included under “Prepayments and

accrued income”.




16 A% RERELER

16 Current, savings and other deposit accounts

—gg=f —FF-F —FF-F
ANB=+AH NRE+H +ZA=+—H
At 30 June At 30 June At 31 December
2003 2002 2002
BREER Customer deposit accounts
« BFRER e current accounts 38,854 32,548 36,242
s BEEWR * savings accounts 165,717 146,910 154,476
s THREMTR * time and other deposits 204,445 211,020 206,973
BHERE Certificates of deposit in issue 10,014 17,809 15,916
BHEMEKE: Other debt securities in issue 53 8 86
419,083 408,295 413,693
BEFER Customer deposit accounts
AT BNEF 2 BY Repayable on demand 232,393 223,161 210,351
BEhEFRERARNE With agreed maturity dates or
KR TR E periods of notice, by remaining
maturity:
s —AARBEARSRR * three months or less but not
repayable on demand 166,328 159,948 180,380
s —fAREE-F * one year or less but over
three months 9,029 6,973 6,701
s —FEPULERE « five years or less but over one year 1,266 396 259
409,016 390,478 397,691
BHERE Certificates of deposit in issue
ERERFBEL Remaining maturity:
s Z{HAREEAENBIZE * three months or less but not
repayable on demand 2,121 6,836 2,887
s C@AREE—F * one year or less but over
three months 2,981 8,827 9,635
s —FLALERF + five years or less but over one year 4,727 1,781 3,189
e AEME » over five years 185 365 205
10,014 17,809 15,916
BHRHMERES Other debt securities in issue
ZEHB M Remaining maturity:
s ZBARBEENERED * three months or less but not
repayable on demand - 8 48
¢« ZAAULEE-F * one year or less but over
three months 53 - 38
53 8 86
419,083 408,295 413,693




Mg (& Notes (continued)

17 EEER 17 Depaosits from banks
g8z —EE-F —FE-F
~NB=+A8 ~AZ+EB +ZA=+—H
At 30 June At 30 June At 31 December
2003 2002 2002
BIESEE Repayable on demand 854 1,146 555
ERETRY BN With agreed maturity dates or periods
SR TR Bt E of notice, by remaining maturity:
s “HARBEBHEEES * three months or less but not
repayable on demand 1,439 1,137 515
s Z{HAULEE—F * one year or less but over
three months 66 4 2
2,359 2,287 1,072
18 EftRfE 18 Other liabilities
- s —EE-F —FF-F
NB=+EH ~NAZ+HA FZA=Z+-H
EFHT* BT~
At 30 June At 30 June At 31 December
2003 2002 2002
restated* restated™
BRTE Short positions in securities 5,604 5,267 2,916
BAEEBERUIMETESEZ Unrealised losses on off-balance sheet
FZ EXREMITETA interest rate, exchange rate and
EHCRERER other derivative contracts which are
marked to market 1,072 726 832
REARITE Current taxation 221 998 249
EIERIE Deferred taxation 601 605 635
RIREEEMNERE items in the course of transmission
to other banks 4,030 4,253 4,629
FEET RAEEWA Accruals and deferred income 1,531 1,303 1,668
BRERXNTEE Provisions for other liabilities and
charges 334 329 313
RERREFE AR RORE Long-term liabilities attributable to
BfE policy holders 3,763 - 2,897
EtRE Other 944 1,103 606
18,850 14,584 14,745

*

SEE-ETETFHT  FAFTEMESHE * Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
BHERENEF =8 (B5]) [FEH of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
Bl (ERBTENENETZH) ME which are set out in note 26 “Accounting policies” on page 50.

BHF - FIEFRE S0 AN 26

[EFtE®] BT -
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19 Shareholders’ funds

—gF=F —EECF ZFF-F
~NBE=+HR ~NA=Z+H FZA=+—H
EHpTR* BHHIT
At 30 June At 30 June At 31 December
2003 2002 2002
restated* restated*
L@ Share capital 9,559 9,559 9,559
REBHEF Retained profits 20,504 21,005 19,440
THREENEERRE Premises and investment properties
revaluation reserves 5,906 7,319 6,667
ROBREREERER Long-term equity investment
revaluation reserve 647 1,619 1,011
EREEGE Capital redemption reserve 99 99 99
BEE Total reserves 27,156 30,042 27,217
36,715 39,601 36,776
BRAR B Proposed dividends 4,015 4,015 6,309
BEEd Shareholders’ funds 40,730 43,616 43,085
THEREEEERE Return on average
shareholders’ funds 24.4% 24.1% 21.9%

RIBRZFLXF AORER
MEBRBALEEE HBEHELR

FoFR-_EZETET AAGTRMEE
EHBEFEREFZH (537) [HEH
B (BEBHEKENES_K) ME
HIR - HIEFRES0REZHT 26
[EstBE] AT -

There was no purchase, sale or redemption of the Bank's listed securities by the Bank

or any of its subsidiaries during the first half of 2003.

* Certain figures for 2002 have been restated to reflect the adoption of Hong Kong Statement
of Standard Accounting Practice 12 (revised) (HKSSAP 12) on “Income taxes”, details of
which are set out in note 26 "Accounting policies” on page 50.
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20 BEXER 20 Capital resources management
EXRERRERNEEEDN Analysis of capital base and risk-weighted assets
it 3 X 23 —EE-F —FF-F
AB=+H ~NA=+H F+ZA=+—H
At 30 June At 30 June At 31 December
2003 2002 2002
BXER Capital base
E—RAX Tier 1 capital
o f&A * share capital 9,559 9,559 9,559
o REEH * retained profits ~ ° 19,919 20,533 18,795
s ARG * capital redemption reserve gg 99 99
» A&t * total 29,577 30,191 28,453
E_REX Tier 2 capital
s MU RBEDEEHEFR * premises and investment properties
revaluation reserves 4,160 5,674 5,153
s REREREEGREE » long-term equity investment
revaluation reserve 459 1,056 705
s EREER—MERF ‘ * general provisions 1,101 1,437 1,108
o B3 * total 5,720 8,167 6,966
MERGEFHEZRE Unconsolidated investments and
REMEE other deductions (1,404) (1,608) (1,376)
EEREY Total capital base after deductions 33,893 36,750 34,043
BERmEEE Risk-weighted assets
BERERA On-balance sheet 226,484 224,802 222,758
EERBERI Off-balance sheet 14,243 14,058 16,262
BRBRINEEE Total risk-weighted assets 240,727 238,860 239,020
BEMBRKEZERR Total risk-weighted assets adjusted
MEEE for market risk 241,300 239,200 239,426
BXREERLE Capital adequacy ratios
RRAETEERE After adjusting for market risk
o« B E" o tier 1* 12.3% 12.6% 11.9%
o B E * total* 14.0% 15.4% 14.2%
REABTISER Before adjusting for market risk
o E—RiE o tier 1 12.3% 12.6% 11.9%
o B E * total 14.1% 15.4% 14.2%

*WEBK L REHEREGEEESREER  *The capital ratios take into account market risks in accordance with the relevant Hong Kong
B EEREEMANSEES BETE Monetary Authority guideline under the Supervisory Policy Manual.

g -
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BETERTEGRIIMRD 2 ZRIG

B BAZTIRBESHERE:

21 Liquidity ratio

The average liquidity ratio for the period, calculated in accordance with the Fourth

Schedule of the Hong Kong Banking Ordinance, is as follows:

¥ELHZ FFEHEZE FEFER
—EE=#£ —EE=- ZEF-F
ANBEFH ~AA=+B +ZR=+-H
Half-year Half-year Half-year
ended ended ended
30 June 30 June 37 December
2003 2002 2002
BITREGERITER The Bank and its major
ZEFEMBLR banking subsidiaries 45.0% 43.4% 45.5%

22 REREBYERR
(F) EXBFEREERZTHZ

22 Reconciliation of cash flow statement

(a) Reconciliation of operating profit to net cash flow from operating

FREERBYER activities
EEEEE dEgEE
ZEEZEF —EE-F
ABE+E  AA=+A
Half-year Half-year
ended ended
30 June 30 Jjune
2003 2002
EEEF Operating profit 5,617 5,568
EHR B BA Net interest income (5.220) (5,453)
B A Dividend income (37) (53)
RERES Provisions for bad and doubtful debts 456 287
nE Depreciation 171 174
RHRECEE Amortisation of long-term investments 17 (42)
WRWEEERMEFE Advances written off net of recoveries (700) (624)
LR E) interest received 5,413 6,736
2EFE Interest paid (1,462) (2,294)
REESEHA 2EERR Operating profit before changes in
working capital 4,255 4,293
ReRkEHESE Change in cash and short-term funds 889 1,499
—EAREE#SZ Change in placings with banks
THERREZ# repayable after one month 3,181 (976)
BREZE Change in certificates of deposit 676 (3,374)
BEEERBZBEFZEY Change in securities held for dealing purposes 159 958
ERERCE Change in advances to customers (1,365) (2,967)
EEERLAGIRRERZKB AR Change in amounts due from immediate
g holding company and fellow subsidiary companies (357) (455)
HpEEZE Change in other assets (1,213) (57
BFERZE Change in customer deposit accounts 11,325 (5,286)
BHEEKEECES Change in debt securities in issue {5,935) (747)
REGFRZE Change in deposits from banks 1,287 (335)
EBERAGRAGENBAA Change in amounts due to immediate holding
FRE company and fellow subsidiary companies (858) 845
HEthaEsE Change in other liabilities 3,487 1,759
HremEEEREAMFEREER Elimination of exchange differences and other
non-cash items (5,399) (3,985)
EXTHELZRE Cash generated from operating activities 10,124 (8,828)
BHH T Taxation paid (11) (68)
REEETBZRERA/IRE) Net cash inflow/(outfiow) from
FE operating activities 10,113 (8,896)
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Notes (continued)

22 Recondiliation of cash flow statement (continued)

(b} Analysis of the balances of cash and cash equivalents

Z8F=F —EE=F
ABZ+8  AA=+E
At 30 June At 30 June
2003 2002

EFRERERAE Cash in hand and balances with banks and
REMEFEE other financial institutions 4,014 4,244

HEE-—BEARIES Money at call and placings with banks

EEFREE maturing within one month 61,574 82,455
E% Treasury bills 1,363 2,415
TP Certificates of deposit 228 398
67,180 89,512

NEREERBRERCEHNHN  KUHFA
EERHEKNEHNETDY [HenEs
EX| ZEL - HBBFHEHSE M
RERBZERRER FeHenERE
EFP2ReREREREBRERFRR
E—EARHEZERFHAEES &
HERAEA=EARFBECELRFS

2% o
2

The presentation of the consolidated cash flow statements has been regrouped to comply with
the Hong Kong Statement of Standard Accounting Practice 15 (HKSSAP 15) on “Cash Flow
Statement”. The comparative figures have been reclassified to conform with the current
perfod's presentation. For the purpose of the cash flow statement, cash and cash equivalents
comprise cash and balances with banks maturing within one month, and treasury bills and
certificates of deposit with less than three months' maturity from the date of acquisition.

23 SARE  ABARITEIR
(F)EHEHE FEZHELH

23 Centingent liabilities, commitments and derivatives
(a) Contract amount, credit equivalent amount and

RERBMELE risk-weighted amount
EEZIESESE
HHIEE Credit Bfp e
Contract equivalent Risk-weighted
amount amount amount
ZEF=FEXFA=TE At 30 June 2003
HEEY: Contingent liabilities:
2R Guarantees 10,974 10,795 3,650
AE Commitments:

EHEREHEZRERS

REBZEABRBEMN FEER
E b AR

« —EYT
e ~FERMNUE
i

EREH |
BV R B AVE R 5
HEEAH

FAEEH
R &7
Ef R ZAH

EMLTEIASY

N

Documentary credits and short-term

trade-related transactions 7,142 1,429 1,422
Undrawn formal standby facilities,

credit lines and other

commitments to lend:

¢ under one year 64,708 - -
* one year and over 19,539 9,770 8,444
Other 38 38 38
91,427 11,237 9,904
Exchange rate contracts:
Spot and forward foreign exchange 84,812 1,072 264
Other exchange rate contracts 42,140 379 86
126,952 1,451 350
Interest rate contracts:
Interest rate swaps 78,220 1,366 336
Other interest rate contracts 13,281 6 3
91,501 1,372 339
Other derivative contracts 108 4 1
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23 Contingent liabilities, commitments and derivatives (continued)

(a) Contract amount, credit equivalent amount and

REBNECHEE risk-weighted amount (continued)
EEZIEESSE
BRIERE Credit BB IEREE
Contract equivalent Risk-weighted
amount amount amount
—FE_FRNA=+H At 30 June 2002
HEEY Contingent liabilities:
A Guarantees 14,635 14,481 4,311
T Commitments:
ERBRENZZHERS Documentary credits and short-term
trade-related transactions 7,470 1,501 1,492
REACEXNEREMN  EEBER  Undrawn formal standby facilities,
E R credit lines and other
commitments to lend:
s —ENT s under one year 65,755 - -
s —ERMNE * one year and over 16,668 8,334 7,656
Eft Other 47 47 47
89,940 9,882 9,195
B4 Exchange rate contracts:
BIHIREHNERS Spot and forward foreign exchange 106,446 1,016 248
HiEESH ‘ Other exchange rate contracts 11,855 168 42
118,301 1,184 290
FESH interest rate contracts:
FiEiH Interest rate swaps 52,200 1,077 261
HiMEEH Other interest rate contracts 16,550 - -
68,750 1,077 261
Other derivative contracts 16 - -

HfTEIAEH
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23 NEEH RERFTEIR(E) 23 Contingent liabilities, commitments and derivatives (continued)

(F)EH28 FEZHEZH (a) Contract amount, credit equivalent amount and
REBNESEEE) risk-weighted amount (continued)
ERZIEZE5E
EHIZEE Credit BRImESEE
Contract egquivalent Risk-weighted
amount amount amount
ZEE-Fft-F=+—8 At 31 December 2002
BREEY : Contingent liabilities:
ER Guarantees 13,864 13,717 4,321
AIE Commitments:
CREREHESEERS Documentary credits and short-term
trade-related transactions 6,982 1,400 1,394
APACEXNERERN Undrawn formal standby facilities,
EEBEREMMEERE credit lines and other
commitments to lend:
o« —FEPT s under one year 65,110 - -
o« —ERLE * one year and over 21,565 10,783 9,840
it ‘Other 41 41 41
93,698 12,224 11,275
EEEH: Exchange rate contracts:
BNHA R EASNER 5 Spot and forward foreign exchange 73,607 894 251
HiEESH Other exchange rate contracts 24,104 261 55
97,711 1,155 306
MEEH Interest rate contracts:
R &35 13 Interest rate swaps 64,443 1,454 357
EpFReq Other interest rate contracts 7,969 8 2
72,412 1,462 359
Hi T2 TAER Other derivative contracts 177 6 1

FEFIEEERBELUNT S 24 The tables above give the nominal contract, credit equivalent and risk-weighted
EAMSE  EBZEZE4ERE amounts of off-balance sheet transactions. The credit equivalent amounts are
G MIESLE - SFEEE 2 BS 4 calculated for the purposes of deriving the risk-weighted amounts. These are
WO NHERBRBRMNESE Yy assessed in accordance with the Third Schedule of the Hong Kong Banking
B HE4mNBEE5R/T24 Ordinance on capital adequacy and depend on the status of the counterparty and
Bl E=HEEART LRy g the maturity characteristics. The risk weights used range from 0% to 100% for
MiEE LB EHTgE &S8R  contingent liabilities and commitments, and from 0% to 50% for exchange rate,
HIREMmT - MBHEER KA nterest rate and other derivative contracts.

BREBNEEERATEESZ

B HEEX - FRRAMTE

TARKG HEABRMEREARTE

BAZAT

l&
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FREBRARNBRERS
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BRZEBREALEAEFRHEE
RZBEBER RREREKERXS
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23 Contingent liabilities, commitments and derivatives (continued)
(a) Contract amount, credit equivalent amount and
risk-weighted amount (continued)

Contingent liabilities and commitments are credit-related instruments which
include acceptances, letters of credit, guarantees and commitments to extend credit.
The risk involved is essentially the same as the credit risk involved in extending loan
facilities to customers. These transactions are, therefore, subject to the same credit
origination, portfolio maintenance and collateral requirements as for customers
applying for loans. As the facilities may expire without being drawn upon, the total
of the contract amounts is not representative of future liguidity requirements.

Off-balance sheet financial instruments arise from futures, forward, swap and
option transactions undertaken in the foreign exchange, interest rate and equity
markets.

The contract amounts of these instruments indicate the volume of transactions
outstanding at the balance sheet date and do not represent amounts at risk. The
credit equivalent amount of these instruments is measured as the sum of positive
mark-to-market values and the potential future credit exposure in accordance with

the Third Schedule of the Hong Kong Banking Ordinance.

(Z)EERF (b) Replacement cost

TEE=F —EF_F —FF-F
NA=+8 A~B=+H +ZA=+—H
At 30 June At 30 june At 31 December
2003 2002 2002
EXEH Exchange rate contracts 738 501 485
FESSg Interest rate contracts 1,072 879 1,237
HbfTETAEEHN Other derivative contracts 1 - 1
1,811 1,380 1,717

CHZEEMAREZERMEE The replacement cost of contracts represents the mark-to-market assets on all

BERALBEZAY (BEFEE
Beetn) EE mESAHE
BFEEESFREEIRY -

contracts (including non-trading contracts) with a positive value and which have not

been subject to any bilateral netting arrangement.
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24 Segmental analysis

(a) By business segment
Segmental information is presented in respect of business and geographical
segments. Business segment information, which is more relevant to Hang Seng in
making operating and financial decisions, is chosen as the primary reporting format.
For the purpose of segmental analysis, the allocation of revenue reflects the
benefits of capital and other funding resources allocated to the business or
geographical segments by way of internal capital allocation and funds transfer
pricing mechanisms. Cost allocation is based on the direct cost incurred by the
respective segments and apportionment of management overheads. Rental charges
at market rate for usage of premises are reflected as inter-segment income for the
“Other” segment and inter-segment expenses for the respective business segments.
Hang Seng comprises five business segments. Personal financial services provides
banking (including deposits, credit cards, mortgages and other retail lending) and
wealth management services (including insurance and investment) to personal
customers. Commercial banking manages middle market and smaller corporate
relationships and provides trade-related financial services. Corporate and
institutional banking handles relationships with large corporate and institutional
customers. Treasury engages in interbank and capital market activities and
proprietary trading. Treasury also manages the funding and liguidity positions of the
Bank and other market risk positions arising from banking activities. Other mainly
represents management of shareholders’ funds and investments in premises,
investment properties and long-term equities.




24 REDW (B
(F)EHRER (&)

24 Segmental analysis (continued)

(a) By business segment (continued)

BAFT IBRSR BEF
¥ BEERT BELE W
Personal % Corporate & nter-
Financial Commercial  Institutional  BfEEF% HEBEH  segment B&
Services Banking Banking  Treasury Other  Elimination Total
$ELZEF Half-year ended
ZEEZFAXAZFA 30 June 2003
BARX M Income and expenses
FHEWA Net interest income 3,186 501 271 901 361 - 5220
g EBA Other operating income 1,705 464 105 28 i - 2674
BEBUA Inter-segment income - - - - 173 (173) -
BREWA Total operating income 4,891 965 376 1,29 706 (173) 7,894
S Operating expenses* (1,157) (383) (52) (66)  (163) - (1,821
BEBTH Inter-segment expenses {138) (29) 3) 3) - 173 -
TREBTAZEEAET Operating profit before provisions 3,596 553 321 1,060 543 - 6073
RERER Provisions for bad and
doubtful debts (570) 71 43 - - - (456)
EEEF Operating profit 3,026 624 364 1060 543 - 5617
EFETAEREHRE Profit on tangible fixed assets and
i long-term investments 12 28 - 40 261 - 341
EEMERRE Net ceficit on property revaluation - - - - (48) - (48)
EHBEERS2EH Share of profits of associated
company - - - - 18 - 18
BB —REBET Profit on ordinary
activities before tax 3,038 652 364 1,100 774 - 5928
BEEF (T8 Operating profit {excluding
BEERD) inter-segment transactions) 3,164 653 367 1,063 370 - 5617
rEENE * Including depreciation (63) (1) (1) (1} (95) - an
ZEEZEAAZAA At 30 June 2003
BEE Total assets 134,547 28,246 67,731 229,219 22,565 - 482,308
BefE Total liabilities 324132 71354 16,948 10,839 17,776 - 441,049
BeNERE Investments in associated
company - - - - 675 - 675
HRERRAR Capital expenditure incurred
during the period 48 10 2 1 23 - 84
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Notes (continued)

24 Segmental analysis (continued)

(F)¥EHE5 (&) (a) By business segment (continued)
HAHT TERER BES
¥ BEEG BEEY Y5
Personal 2% Comorate & nter-
Financial Commercial  Institutional  BfEEK EMERE  segment Bt
Services Banking Banking  Treasury Other  Elimination Total
¥EREE Half-year ended
ZEE_FEXF=TAH 30 June 2002
WARZH income and expenses
FHERA Net interest income 3,334 507 324 863 425 - 5453
EEFERA Other operating income 1,303 426 132 161 190 - 2212
BEBBA inter-segment income - - - - 207 (207} -
BEEWA Total operating income 4,637 933 456 1024 822 (207) 7,665
EET Operating expenses* (1,179) (353) (54) 61)  {169) - (1,816)
SRS M Inter-segment expenses (167) (33) {4) 3) - 207 -
NhEESHZ 2257 Operating profit before provisions 3,291 547 398 960 653 - 5,849
REEER Pravisions for bad and
doubtful debts (383) 2 82 - 18 - (281)
EEER Operating profit 2,908 549 480 960 671 - 5568
ERETEERRERE Profit on tangible fixed assets and
=¥l long-term investments 21 28 - 75 219 - 343
N i Share of profits of associated
companies 45 - - - 22 - 67
BB —HEBEN Profit on ordinary
activities before tax 2,974 577 430 1,035 912 - 5978
EEmf (78 Operating prafit (excluding
BEERS ) inter-segment transactions) 3,075 582 434 953 464 - 5568
“BEITE *Including depreciation (60) (1) 2) (1 00 - (174
ZEFZERBZTH At 30 June 2002
BEE Total assets 136,420 24,752 64,673 219,769 25,064 - 470,678
BER Total fiabilities 309,819 66,064 12,772 11,935 26,472 - 427,062
BenelmE Investments in associated
companies 368 - - - 633 - 1,05
BRNELEE Capital expenditure incurred
during the period 61 9 1 1 20 - 92
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24 Segmental analysis (continued)

(F)EREHR (& (a) By business segment (continued)
AT IER:E EBEK
£%  BEEG BEEK VSTt
Personal E¥  Comporate & Inter-
Financial Commercial  Institutional B EEE AHMEK  segment &t
Services Banking Banking  Treasury Other  Elimination Total
FERER Haff-year ended
it S N Sl 37 December 2002
WAREH Income and expenses
BREBRA Net interest income 3,249 516 316 868 403 - 5352
HEgEUA Other operating income 1,119 455 121 189 186 - 2,070
BERWA Inter-segment income - - - - 200 Qon -
BEEUA Total operating income 4,368 971 4371057 790 (201) 7422
EETL Operating expenses* (1,271) (450) (57) 71y (167) - {2,016)
BERTH Inter-segment expenses (160} (34} (@) 3) - 201 -
REESRZ Operating profit before
EXER provisions 2,937 487 376 983 623 - 5406
REEEE Provisions for bad and
doubtful debts (402) 46 84 - (18) - {290)
BEHEA Operating profit 2,535 533 460 983 605 - 5116
BRETEERRERE Profit on tangible fixed assets and
ZBF \ong-terfn investments - - - (30) 148 - 118
BRENEZRE Net deficit on property revaluation - - - - (36) - (36)
EAEHERT RN Share of profits of
associated companies 43 - - - 23 - 66
REA—REHER Profit on ordinary activities
before tax 2,578 533 460 953 740 - 5264
EERFN (TR Operating profit (excluding
EERERS) inter-segment transactions) 2,695 567 464 986 404 - 5116
RIENE *Including depreciation (65) an 1) 1y (100) - (178
ZEFZEFAZ+—H  At31 December 2002
BEE Total assets 137,762 25,937 64,783 222,879 23,293 - 474,654
BeE Total liabilities 317,076 70,538 11,746 8360 23,405 - 431,125
BEQRGE Investments in associated
companies - - - - 672 - 672
BRERRAX Capital expenditure incurred
during the period 59 12 3 1 28 - 103
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24 Segmental analysis (continued)

(b) By geographical region
2~ 8 The geographical regions in this analysis are classified by the location of the principal
E® operations of the subsidiary companies or, in the case of the Bank itself, by the

location of the branches responsible for reporting the results or advancing the funds.

B85 -
¥EHEE tEpED pEpEE
ZEF=F ZEF=-#F —EE-F
ANBEZ+H ~NA=T+H +ZHA=+—8
Half-year Half-year Half-year
ended ended ended
30 June 30 June 31 December
2003 2002 2002
% % %
BEERA Total operating income
(ENBRAEZEH) (net of interest expense)
B Hong Kong 7,196 91 6,794 89 6,499 88
EM Americas 661 8 835 11 886 12
Hit Other 37 1 36 - 37 -
7,894 100 7,665 100 7,422 100
BRER —REEEF Profit on ordinary
activities before tax
E% Hong Kong 5,238 88 5,105 85 4,369 83
EM Americas 648 11 833 14 866 16
Bt Other 42 1 40 1 29 1
5,928 100 5,978 100 5,264 100
HAEREX Capital expenditure
incurred during
the period
S Hong Kong 78 93 91 99 96 93
EM Americas - - - - 1 1
e Other 6 7 1T 6 6
84 100 92 100 103 100
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24 Segmental analysis (continued)

{b) By geographical region (continued)

—eg=fF ~FEC —FE-F
AE=TH NAZ+H +ZA=z+—H
At 30 June At 30 June At 31 December
2003 2002 2002
% % %
BEE Total assets
B Hong Kong 408,425 85 360,773 77 394,165 83
EM Americas 65,882 14 103,615 22 72,358 15
Bt Other 8,001 1 6290 1 8130 2
482,308 100 470,678 100 474,654 100
BEE Total liabilities
ER Hong Kong 436,991 97 413,662 97 416,388 97
EY Americas 9,718 2 9352 2 g,444 2
Hitr Other 4,340 1 4,048 1 5293 1
441,049 100 427,062 100 431,125 100
REEHRRAE Contingent liabilities and
commitments
B5E Heng Kong 106,429 9% 103,923 99 106,470 99
ZM Americas - - - - - -
£t Other 1,092 1 652 1 1,092 1
107,521 100 104,575 100 107,562 100
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25 BEEE
EEEECEREREARER &
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25 Cross border claims

Cross border claims include receivables and loans and advances, balances due from
banks and holdings of certificates of deposit, bills, promissory notes, commercial
paper and other negotiable debt instruments and also include accrued interest and
overdue interest on these assets. Claims are classified according to the location of
the counterparties after taking intc account the transfer of risk. For a claim
guaranteed by a party situated in a country different from the counterparty, the risk
will be transferred to the country of the guarantor. For a claim on the branch of a
bank or other financial institution, the risk will be transferred to the country where
its head office is situated. Claims on individual countries or areas, after risk transfer,

amounting to 10% or more of the aggregate cross border claims are shown as

TER ERRSBEEZBEITH  folows
SRBBEZBITHELE - @5
REEAEHREREREEEER
BREESE TN LZERESE
BEIDOT
AgEER
SEBEE LEHE
Banks & QOther Public
Financial Sector Hit &t
Institutions Entities Other Total
ZEE=FXA=FAH At 30 June 2003
TEESEER Asia-Pacific excluding
MEARE Hong Kong
o SEM * Australia 19,793 151 1,304 21,248
o Hith * other 21,832 804 3,238 25,874
41,625 955 4,542 47,122
EM The Americas
s MEX * Canada 16,608 8,945 264 25,817
o Hfts * other 8,873 6,524 8,169 23,566
25,481 15,469 8,433 49,383
BEE Western Europe
o fEE * Germany 20,595 1,068 402 22,066
o Ji[E ¢ United Kingdom 22,395 16 3,559 25,962
o Hi * other 46,022 2,071 3,531 51,624
89,012 3,156 7,484 99,652
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25 Cross border claims (continued)

R#REM
sRBE REWBIE
Banks & Other Public
Financial Sector Efh BF
Institutions Entities Other Total
ZEE-FXA=+H At 30 June 2002
FEEERER Asia-Pacific excluding
MEAXE Hong Kong
o BN * Australia 16,875 480 2,159 19,514
o Hith * other 28,714 954 3,269 32,937
45,589 1,434 5,428 52,451
ZM The Americas
e MEX » Canada 14,311 5,590 150 20,051
o Hfh e other 6,969 4,859 6,969 18,797
21,280 10,449 7,119 38,848
BE Western Europe
o ZE * Germany 26,277 1,208 120 27,606
o HE « United Kingdom 21,595 a3 2,624 24,302
o Hip * other 50,056 1,675 2,535 54,266
97,928 2,967 5279 106,174
ZEE-F+-A=+—H At 31 December 2002
TREEEBER Asia-Pacific excluding
WEXKE Hong Kong
o BN * Australia 19,259 2,819 2,265 24,343
o Hif e other 24,228 841 3,175 28,244
43,487 3,660 5,440 52,587
E The Americas
o MMEX * Canada 11,105 7,699 440 19,244
o Hffh * other 6,136 4,557 7,199 17,892
17,241 12,256 7,639 37,136
BB Western Europe
° ZH * Germany 21,348 1,312 548 23,209
o RE * United Kingdom 22,623 - 4,051 26,674
o Hfty * other 47,654 2,557 2,810 53,021
91,626 3,869 7,409 102,904

i]
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26 Accounting policies
This interim report has been prepared on a basis consistent with the accounting

policies adopted in the 2002 financial statements except for the following.

Income Tax

In prior years, deferred tax liabilities were provided for using the liability method in
respect of the taxation effect arising from all material timing differences between the
accounting and tax treatment of income and expenditure, which were expected with
reasonable probability to crystallise in the foreseeable future. Deferred tax assets
were not recognised unless their realisation was assured beyond reasonable doubt.
With effect from 1 January 2003, Hang Seng has changed its policy for deferred tax
in order to comply with Hong Kong Statement of Standard Accounting Practice 12
(revised) (HKSSAP 12) on "Income Taxes”
Accountants. Details of the new policy are set out in the note 6 “Taxation” on page
20. ’

The major components of deferred tax assets and liabilities recorded in the

issued by the Hong Kong Society of

consolidated balance sheet, and the movements during the first half of 2003

showing the impact of the adoption of HKSSAP 12, are as follows:

WERE
Ha
Depreciation REER
alfowances  Revaluation
in excess of properties  —ACEME
of related and General Ef aE
depreciation equities  provisions Other Total
—EE-5-F—H At 1 January 2003 20 685 (177) 34 562
TH/ER)EREE Charged/(credited) to
profit and loss account
s REMBTEEHER » without adopting
ZE+T R HKSSAP 12 - - - 37 37
s RMEBSHEREEET % o« adopting HKSSAP 12 5 (10) (16) (11 (32)
HIHEER Credited to reserves - 21 - - 21)
ZEE=EXAZTE At 30 June 2003 25 654 (193) 60 546
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26 Accounting policies (continued)

The balances of deferred tax assets and deferred tax liabilities in the consolidated
balance sheet at 30 June 2003 were HK$55 million and HK$601 million respectively
(HK$73 million and HK$635 million respectively at 31 December 2002).

The adoption of HKSSAP 12 represents a change in accounting policy which has
been applied retrospectively. The change in accounting policy has been reflected by

way of a prior period adjustment and the comparative figures for 2002 have been

restated to conform with the current period’s presentation accordingly.

REBREER Consolidated Profit and Loss Account
¥EFERE F¥ELHEET
—FEC-F ZEF-F
NAEZH+E +Z/A=+—H
Half-year ended Half-year ended
30 June 31 December
2002 2002

—RERKEFHE Tax on profit on ordinary activities

s BEBTEFEEIT * as previously reported (758) (508)
s RMEREHEBRERNET % » adoption of HKSSAP 12 3 (44)
o BENESHERENR  as restated (755) (552)
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Notes (continued)

26 Accounting policies (continued)

RALEEER Consolidated Balance Sheet
TEER EA
BEWE RERE
BEREE EREHE
Premises and  Long-term  EHEFE  BEFHE
investment equity BE BE
REEF  properties investment Deferred Deferred
Retained  revaluation revaluation tax tax
profits reserves reserve assets liabilities
“E2E-F54+Z-A=+-—AH 31 December 2002
BREBTEHHEIT As previously reported 19,242 7,324 1,031 21 104
EREESHEHEUNES =5 Adoption of HKSSAP 12 198 (657) (20) 52 537
BEHEARETR As restated 19,440 6,667 1,011 73 635
ZEBE-EXA=+H 30 June 2002
BEBRTSHBREINR As previously reported 20,756 8,069 1,651 34 -
RMBEAEHERERNET IR Adoption of HKSSAP 12 249 (750) (32) 72 605
REFEABEINT As restated 21,005 7,318 1,619 106 605
—EE-F+-R=t—-8 31 December 2001
BEBTEHHENT As previously reported 19,499 8,119 2,323 34 -
EMBEESHEBRENET=F Adoption of HKSSAP 12 254 (766) (49) 77 638
REFEHBEREIT As restated 19,753 7,353 2,274 117 638

27 LBHZF
BOLBBFEEHRSE  UFAE
REBZEEEY -

27 Comparative figures

Certain comparative figures have been reclassified to conform with the current

period’s presentation.
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28 Property revaluation

A revaluation of Hang Seng’s premises and investment properties in the Hong Kong
SAR was performed in June 2003 to reflect property market movements in the first
half of 2003, The valuation was conducted by Chesterton Petty Limited, an
independent professional valuer, and carried out by qualified valuers who are
members of the Hong Kong institute of Surveyors. The basis of valuation of premises
was open market value for existing use. The basis of the valuation for investment
properties was open market value. Of the total revaluation deficit of HK$768 million
arising from the June revaluation, HK$720 million was accounted for as a reduction
in property revaluation reserves while the balance of HK$48 million, representing the
reduction in value below the original acquisition cost (less depreciation) of bank

premises was charged to the profit and loss account for the first half of 2003.
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29 Market risk
Market risk is the risk that the movements in interest rates, foreign exchange rates or
equity and commaodity prices will result in profits or losses to Hang Seng. Market risk
arises on financial instruments which are valued at current market prices (mark-to-
market basis) and those valued at cost plus any accrued interest (accrual basis). Hang
Seng’s market risk arises from customer-related business and from position taking.

Market risk is managed within risk limits approved by the Board of Directors. Risk
limits are set by product and risk type with market liquidity being a principal factor in
determining the level of limits set. Limits are set using a combination of risk
measurement technigues, including position limits, sensitivity limits, as well as value
at risk (VAR) limits at a portfolio level.

Hang Seng adopts the risk management policies and risk measurement
techniques developed by the HSBC Group. The daily risk monitoring process
measures actual risk exposures against approved limits and triggers specific action to

ensure the overall market risk is managed within an acceptable level.
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Notes (continued)

29 Market risk (continued)

VAR is a technique which estimates the potential losses that could occur on risk
positions taken due to movements in market rates and prices over a specified time
horizon and to a given level of confidence. The model used by Hang Seng calculates
VAR on a variance/covariance basis, using historical movements in market rates and
prices, a 99% confidence level and a 10-day holding period, and generally takes
account of correlations between different markets and rates. The movement in
market prices is calculated by reference to market data for the last two years.
Aggregation of VAR from different risk types is based upon the assumption of
independence between risk types.

Hang Seng has obtained approval from the Hong Kong Monetary Authority
(HKMA) for the use of its VAR model to calculate market risk for capital adequacy
reporting. The HKMA is also satisfied with Hang Seng’s market risk management
process.

Hang Seng's VAR far all interest rate risk and foreign exchange risk pasitions and
on individual risk portfolios during the first halves of 2003 and 2002 are shown in

the tables below.

P REBEE VAR
B HBA B
BEHE BEEHE FHgE
—EE=F Minimum Maximum Average
AA=+H during during for
At 30 June the the the
2003 period period period
FEMEREXZZBERAES VAR for all interest rate risk
2P REREE and foreign exchange risk 409 187 409 276
EE/EBBE LS ERBREE VAR for foreign exchange risk
(EE) (trading) 3 2 4 3
FzzRBEBEEZSREREE VAR for interest rate risk
+ BEF « trading g 1 11 4
» RET * accrual 402 187 402 275
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FREREE VAR
REEHE BEEE FHEE
ZEE-F Minimum Maximum Average
~NA=ZFA during during for
At 30 June the the the
2002 period period period
FAMEREZAREE VAR for all interest rate risk
ZHERBEBEE and foreign exchange risk 285 184 44) 297
EXz7EARBAEZIREREE VAR for foreign exchange risk
(EE) (trading) 4 3 5 4
MEZRREFEEZSLEBREE VAR for interest rate risk
s BEE * trading 2 - 8 2
e B * accrual 284 192 441 296

The average daily revenue earned from market risk-related treasury activities for
the first half of 2003, including accrual book net interest income and funding related
to dealing positions, was HK$8 million (HK$8 million for the first half of 2002}. The
standard deviation of these daily revenues was HK$4 million (HK$4 million for the
first half of 2002). No loss was recorded out of 121 trading days in the first half of
2003. The most frequent result was a daily revenue of between HK$6 million and
HK$10 million, with 103 occurrences. The highest daily revenue was HK$29 million.

Hang Seng's foreign exchange exposures mainly comprise foreign exchange
dealing by Treasury and currency exposures originated by its banking business. The
latter are transferred to Treasury where they are centrally managed within foreign
exchange position limits approved by the Board of Directors. The average one-day
foreign exchange profit for the first half of 2003 was HK$2 million (HK$2 million for
the first half of 2002).

Interest rate risk arises in both the treasury dealing portfolio and accruals books,
which are managed by Treasury under limits approved by the Board of Directors. The
average daily revenue earned from treasury-related interest rate activities for the first
half of 2003 was HK$6 million (HK$6 million for the first half of 2002).
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30 HNERE 30 Foreign currency positions

NEBRBRBIERESE  FEERE Foreign currency exposures include those arising from dealing, non-dealing and
BUHEBEMES - MZET =65 structural positions. At 30 June 2003, the US dollar was the only currency in which
BE=+8 BEREZ7THEEM Hang Seng had a non-structural foreign currency position which exceeded 10% of
NEEBMEEENEFZERLEE thetotal net position in all foreign currencies.

BHLTHE-

—gg=F  -FTT-F  —PE=F
~NA=+A NA=+HE FZA=+—H
At 30 June At 30 June At 31 Decernber
2003 2002 2002

ETFEBMESR US dollar non-structural position
REEE Spot assets 158,081 238,064 173,129
REEE Spot liabilities (149,839) (210,627) (156,175)
EHEA Forward purchases 44,594 44,644 35,222
HEHEW Forward sales {41,066) (63,634) (39,974)
HREREE Net options positions - - -
BEFELEENEREE Net long non-structural position 11,710 8,447 12,202

£/xXA=+8 842 At30June 2003, Hang Seng's major structural foreign currency positions were US
EREHIEEBRIEREZTAMAR dollar and Renminbi.

A
N

m o

—EB=-F ZEE-F ZFEE=-F
NB=+H NA=+HB +=ZA=+—H
LB AT ey tey 4o
FEBLE ERBIE ERBILE
At 30 June At 30 June At 31 December
2003 2002 2002
% of % of % of
total net total net total net
structural structural structural
position position position

ZEMER Structural position
o US dollar 887 85.7 792 843 792 842
AR Renminbi 95 8.2 95  10.1 g5 10.1
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31 Material related-party transactions

(a) Immediate holding company and fellow subsidiary companies

During the first half of 2003, Hang Seng entered into transactions with its immediate
holding company and fellow subsidiary companies in the ordinary course of its
interbank activities including the acceptance and placement of interbank deposits,
correspondent banking transactions and off-balance sheet transactions. The
activities were priced at the relevant market rates at the time of the transactions.
Hang Seng participated, in its ordinary course of business, in certain structured
finance deals arranged by its immediate holding company.

Hang Seng used the IT and shared an automated teller machine network with its
immediate holding company and used certain processing services of a fellow
subsidiary on a cost recovery basis. Hang Seng also maintained a staff retirement
benefit scheme for which a fellow subsidiary company acts as insurer and
administrator, and acted as agent for the marketing of Mandatory Provident Fund
products for a fellow subsidiary company.

The aggregate amount of income and expenses arising from these transactions
during the period, the balances of amounts due to and from the relevant related
parties, and the total contract sum of off-balance sheet transactions at the period-
end are as follows:

Al Income and expenses for the period
HELTE FrppEE HEFELER
—¥®zF  -PF-F  -FF-%
/_\EE“ILE /\ﬁ TE ﬁE'JL g
Half-year Half-year Half-year
ended ended ended
30 June 30 june 31 December
2003 2002 2002
FEMWA Interest income %6 126 137
MEZH Interest expense 5 9 6
Hip &£ WA Other operating income 39 38 40
BETH Operating expenses 296 276 294
R Balances at the period-end
—EE-F —FFE-F ZEF-F
NE=Z+AH NA=Z+8 +=ZA=+—8
At 30 June At 30 June At 31 December
2003 2002 2002
R FR Total amount due from 7.596 10,425 7,471
BER Total amount due to 757 1,896 1,615
BEEBRUINZEBEWEE Total contract sum of
off-balance sheet transactions 33,172 28,664 25,558
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Notes (continued)

31 Material related-party transactions (continued)

(b) Associated companies

Hang Seng maintained an interest-free shareholders’ loan to an associated company.
The balance at 30 June 2003 was HK$217 million (HK$208 million at 30 June 2002
and 31 December 2002). Prior to Hang Seng Life Limited (HSLL) becoming a
subsidiary (formerly an associated company) of the Bank in November 2002, the
agency commission for the marketing of life insurance products paid by HSLL to the
Bank amounted to HK$142 miilion and HK$113 million for the first and second
halves of 2002 respectively.

(c) Ultimate holding company
During the first half of 2003, no transaction was conducted with the Bank’s ultimate

holding company (same as 2002).

(d) Key management personnel
During the first half of 2003, no material transaction was conducted with key
management personnel of Hang Seng and its holding companies and parties related

BEATUEEARLS (BZTZEZ  tothem (same as 2002).
FEA) -
32 AERAE 32 Statutory accounts
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The information in this interim report is unaudited and does not constitute statutory
accounts.

The statutory accounts for the year ended 31 December 2002 have been
delivered to the Registrar of Companies and the Hong Kong Monetary Authority.
The auditors expressed an unqualified opinion on those statutory accounts in their
report dated 3 March 2003. The Annual Report and Accounts for the year ended 31
December 2002, which includes the statutory accounts, can be obtained on request
from the Company Secretary Department, Level 10, 83 Des Voeux Road Central,
Hong Kong; or from Hang Seng Bank's website http:/Asww.hangseng.com.

33 BRERAT
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33 Ultimate holding company
Hang Seng Bank is an indirectly-held, 62.14%-owned subsidiary of HSBC Holdings

plc.
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ADDITIONAL INFORMATION

Directors’ interests

As at 30 June 2003 the interasts of the Directors in the shares, underlying shares of equity derivatives and debentures of the

Bank and its associated corporations (all within the meaning of Part XV of the Securities and Futures Ordinance “SFO")

disclosed in accordance with the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited

("the Listing Rules”) were detailed below.

Personal Family Corporate Total
Interests Interests Interests Interests as
(held as (Interests of (Interests of % of the
beneficial  spouse or child ~controlled Other Total relevant issued
owner) under 18) corporation) Interests Interests share capital
Number of Ordinary Shares
of HKS5 each in the Bank
The Honourable Lee Quo-Wai 1,091,516 1,184,783 350,990 158,152@ 2,785,441 0.15
Mr D G Eldon 300 - ~ - 300 0.00
Mr John C C Chan - - ~ 1,000% 1,000 0.00
Dr Ho Tim 3,480,252 - - - 3,480,252 0.18
Mr Roger K H Luk 1,983 2,500 ~ - 4,483 0.00
Mr W K Mok 1,625 - - - 1,625 0.00
Number of Ordinary Shares
of US$0.50 each in HSBC
Holdings plc
The Honourable Lee Quo-Wei 1,756,001 1,387,058 77,604 1,698,906% 4,919,569 0.00
Mr D G Eldon 45,331% 889 - 284,438 330,658 0.00
Mr Vincent H C Cheng 34,874 49,620 - 155,669 240,163 0.00
Mr John C C Chan 14,283 - - 3,000 17,283 0.00
Mr S J Glass 255 8,188 - 53,5837 62,026 0.00
Dr Ho Tim 102,687 - - - 102,687 0.00
Mr Jenkin Hui 9,311 24,342 1,031,639% - 1,065,292 0.00
Dr the Hon Eric K C Li - 18,132 79,622 - 97,754 0.00
Mr Roger K H Luk 53,279 2,400 - 65,2777 120,956 0.00
Mr W K Mok - - - 61,7327 61,732 0.00
Mr Raymond C F Or 62,560 31,877 - 153,573 248,010 0.00

Notes:

(1)

{2)

(3)

4)
(5)

(6)

(7)

The Honourable and Mrs Lee Quo-Wei together were entitled to control 33.33% of the voting power at general meetings of a private
company which beneficially held all of those shares referred to above as his corporate interests.

1,633,660 shares in HSBC Holdings plc were held by a charitable foundation which is exempt from tax under section 88 of the inland
Revenue Ordinance and of which The Honourable and Mrs Lee Quo-Wei were members of the Board of Trustees. 158,152 shares in the
Bank and 65,246 shares in HSBC Holdings plc were held by two trusts of which Mrs Lee was one of the two trustees. Neither The
Honourable Lee Quo-Wei nor Mrs Lee was a beneficiary of the shareholdings mentioned in this note.

1,000 shares in the Bank and 3,000 shares in HSBC Holdings plc were held by a trust of which Mr and Mrs John C C Chan were
beneficiaries.

These shares are jointly held by Mr and Mrs D G Eldon.

Mr Jenkin Hui was entitled to fully control the voting power at general meetings of Parc Palais Incorporated,a private company, which
beneficially held all of those shares referred to above as his corporate interests.

Dr the Hon Eric K C Li was entitled to control no less than one-third of the voting power at general meetings of a private company
which beneficially held all of those shares referred to above as his corporate interests.

These represent interests in (i) options granted to Directors under the HSBC share plans to acquire ordinary shares of US$0.50 each in
HSBC Holdings plc and (ii) conditional awards of shares under the HSBC Holdings plc Restricted Share Plan made in favour of Directors
and held by a trust for ordinary shares of US$0.50 each in HSBC Holdings plc, as set against their respective names below:

&3]



Additional information {continued)

Options

{please refer to

the options table

Conditional awards of
shares under the
HSBC Holdings plc

below for details) Restricted Share Plan Total
Mr D G Eldon - 284,438 284,438
Mr Vincent H C Cheng 3,070 152,599 155,669
Mr 5 J Glass 417,348 12,235 53,583
Mr Roger K H Luk 2,927 62,350 65,277
Mr W K Mok 3,126 58,606 61,732
Mr Raymond C F Or 23,994 129,579 153,573

At 30 June 20C3, The Honourable Lee Quo-Wei had a family interest (i.e. interest of spouse) in HK$2,500,000
Subordinated Collared Floating Rate Notes 2003 issued by The Hongkong and Shanghai Banking Corporation Limited.

At 30 June 2003, the undermentioned Directors held unlisted physically settled options to acquire the number of

ordinary shares of US$0.50 each in HSBC Holdings plc set against their respective names. These options were granted for

nil consideration by HSBC Holdings plc.

Options exercised

QOptions during the Exercise
held at first half of the year price

30 June (ordinary shares of per share Date Exercisable Exercisable
2003 US$0.50 each) in pence granted from until
Mr D G Eldon - 36,0000 217.27 7 Mar 1995 7 Mar 1998 7 Mar 2005
- 40,500 333.34 1 Apr 1996 1 Apr 1999 1 Apr 2006
Mr Vincent H C Cheng 3,070 - 534.96 8 May 2003 1 Aug 2008 31 Jan 2009
Mr S } Glass 17,550 - 637.54 29 Mar 1899 3 Apr2002 29 Mar 2009
6,500 - 746.00 3 Apr 2000 3 Apr 2003 3 Apr 2010
7,500 - 871.20 23 Apr2001 23 Apr2004 23 Apr 2011
7,000 - 840.50 7 May 2002 7 May 2005 7 May 2012
2,798 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006

41,348
Mr Roger K H Luk 1,248 - 538.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,679 - 602.99 10 Apr 2000 1 Aug 2005 31 jan 2006

2,927
Mr W K Mok 3,126 - 539.80 1 Apr 1899 1 Aug 2004 31 Jan 2005
Mr Raymond C F Or 21,000 - 627.67 16 Mar 1998 16 Mar 2001 16 Mar 2008
1,875 - 539.80 1 Apr 1999 1 Aug 2004 31 Jan 2005
1,118 - 602.99 10 Apr 2000 1 Aug 2005 31 Jan 2006

23,994

Note:

(1) At the date of exercise, 27 May 2003, the highest price per share was 712p.




All the interests stated above represent long positions. As at 30 June 2003, no short positions were recorded in the
Register of Directors’ and Chief Executives’ Interests and Short Positions required to be kept under section 352 of the SFO.
Other than those disclosed above, no right to subscribe for equity or debt securities of the Bank has been granted by

the Bank to, nor have any such rights been exercised by, any person during the half year ended 30 June 2003,

Substantial interests in share capital
The register maintained by the Bank pursuant to the SFO recorded that, as at 30 June 2003, the following corporations had

interests (as defined in that Crdinance) in the Bank set opposite their respective names:

Number of Ordinary Shares
of HK$5 each in the Bank

Name of Corporation {Percentage of total)
The Hongkong and Shanghai Banking Corporation Limited 1,188,057,371 (62.14%)
HSBC Asia Holdings BV 1,188,057,371 (62.14%)
HSBC Asia Holdings (UK) 1,188,057,371 (62.14%)
HSBC Holdings BV 1,188,057,371 (62.14%)
HSBC Finance (Netherlands) 1,188,057,371 (62.14%)

( )

HSBC Holdings plc 1,188,386,548 (62.16%

The Hongkong and Shanghai Banking Corporation Limited is a wholly-owned subsidiary of HSBC Asia Holdings BV,
which is a wholly-owned subsidiary of HSBC Asia Holdings (UK}, which in turn is a wholly-owned subsidiary of HSBC
Holdings BV. HSBRC Holdings BV is a wholly-owned subsidiary of HSBC Finance (Netherlands), which in turn is wholly-owned
by HSBC Holdings plc. Accordingly, The Hongkong and Shanghai Banking Corporation Limited's interests are recorded as
the interests of HSBC Asia Holdings BV, HSBC Asia Holdings (UK), HSBC Holdings BV, HSBC Finance {Netherlands) and HSBC
Holdings pic.

The Directors regard HSBC Holdings plc to be the beneficial owner of 1,188,057,371 ordinary shares in the Bank
(62.14%).

All the interests stated above represent long positions. As at 30 June 2003, no short positions were recorded in the

Register of Interests in Shares and Short Positions required to be kept under section 336 of the SFO.

Purchase, sale or redemption of the Bank’s listed securities
During the six months ended 30 June 2003, there was no purchase, sale or redemption by the Bank, or any of its

subsidiaries, of the Bank’s listed securities.

Remuneration and staff development
There have been no material changes to the information disciosed in the Annual Report 2002 in respect of the

remuneration of employees, remuneration policies and staff development.




Additional Information (continued)

Code of best practice
None of the Directors is aware of information that would reasonably indicate that the Bank is not, or was not for any part
of the accounting period for the first half of 2003, in compliance with the Code of Best Practice adopted by the Bank,

which includes all the guidelines set out in Appendix 14 of the Listing Rules.

Recommendations on interim financial disclosure by authorised institutions incorporated in Hong Keng
The information in the interim report for the half year ended 30 June 2003 complies with the module on “Interim Financial
Disclosure by Locally incorporated Authorised Institutions” under the Supervisory Policy Manual issued by the Hong Kong

Monetary Authority in November 2002.

Hong Kong Statement of Standard Accounting Practice 25 “Interim Financial Reporting” (“HKSSAP 25")
The information in the interim report for the half year ended 30 June 2003 complies with HKSSAP 25.

Register of shareholders

The Register of Shareholders of the Bank will be closed on Tuesday, 26 August 2003 and Wednesday, 27 August 2003,
during which no transfer of shares can be registered. In order to qualify for the first interim dividend, all transfers,
accompanied by the refevant share certificates, must be lodged with the Bank's Registrars, Computershare Hong Kong
Investor Services Limited, Shops 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong,
for registration not later than 4.00 pm on Monday, 25 August 2003. The first interim dividend will be payable on Thursday,
4 September 2003 to shareholders on the Register of Shareholders of the Bank on Wednesday, 27 August 2003.

Copies of the interim report
Further copies of the interim report may be obtained from the Company Secretary Department, Hang Seng Bank Limited,

Level 10, 83 Des Voeux Road Central, Hong Kong; or from Hang Seng Bank's website http://www.hangseng.com.
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